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I 
Tue NeEceEssiTy OF PROHIBITION OR REGULATION 


In these lectures, we shall confine ourselves to the 
consideration of trusts and pools, without attempting 
to cover the whole field of monopoly or of contracts in 
restraint of trade. The term trust will be used to 
describe the closely-knit combination or consolidation. 

* Lectures delivered at Harvard University, in April, 1914. 
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The most familiar forms are three: first, the combina- 
tion through the holding of stock by trustees, once so 
common, but now disused; second, the holding corpora- 
tion; and, third, the corporate merger, in which a single 
company acquires direct title to the property of the 
combining concerns. Most people use the term trust 
essentially to cover combinations of these three classes, 
altho sometimes it is applied to any kind of combination 
or any case of supposed monopoly. Under the trust, 
the entire business of the combining plants, including 
productive processes as well as marketing policy, is 
subject to a single control. 

On the other hand, we shall use the term pool to 
designate any combination of previously competing 
plants which retain their independence with respect to 
the processes of production. Strictly speaking, the 
word pool implies division of output or of profits among 
the constituent concerns. For brevity, however, even 
at the expense of strict accuracy, it may be employed 
more broadly to include agreements as to prices, even 
where there is no division of the output. Asa matter of 
fact, most price agreements involve a more or less 
definite division of business, since without it the main- 
tenance of prices is very difficult. 

It is customary to use the term “‘ industrial combina- 
tions ’”’ as synonymous with trusts and pools. There 
are, however, many combinations which possess only a 
minor fraction of the business in which they are engaged, 
which have no monopolistic intent and no possibility of 
exercising any monopolistic power. The trusts and the 
pools, in the sense in which we shall use the terms, have 
been organized primarily in the hope of securing monop- 
olistic control of prices. How far they have been able 
to realize this purpose is one of the main questions for 
our consideration. In some cases, for brevity, we shall 
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use the term “ combinations ” to designate trusts and 
pools, but when doing so, we have in mind only those 
combinations which have taken in a large proportion of 
the plants in their respective industries and have aimed 
at monopoly. 

The recent rapid growth of trusts has so focussed 
public attention that the importance of pools is often 
overlooked. The number of pools has been, and still 
remains, far greater than the number of trusts. They 
probably affect a larger volume of business. Many of 
the arguments as to the effects of combinations, their 
advantages and disadvantages, which apply to trusts, 
do not apply to pools. 

/ There are at bottom only three possible ways of 
dealing with trusts and pools/ We may seek to prevent 
them from competing unfairly and to deprive them of 
special privileges giving an advantage over competitors, 
but otherwise leave them alone, Practically no one, 
I take it, would favor the plan of not even placing 
restrictions upon their methods of competition or seek- 
ing to deprive them of special privileges. Second, * 
we may permit trusts and pools to exist but regulate 
their prices and profits. Third, we may undertake to 
destroy them. The broad problem before the American 
people is the choice among these three policies, — laissez 
faire, regulation, and prohibition. 

In my opinion, the first of these policies is inadequate. 
I shall attempt to show in the present lecture that it is. 
desirable either to regulate the trusts and pools, or to 
destroy and prevent them as best we can. In subse- 
quent lectures I shall consider the relative merits of 
regulation and prohibition. 

Many believe, — economists and others, — that the 
trust or the pool cannot, merely by virtue of combina- 
tion, maintain such monopolistic power as to injure the 
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public. They hold that the power of such combina- 
tions, so far as it exists at all, rests mainly on unfair 
competitive methods or on special privileges, such as the 
possession of some natural or patent monopoly. They 
believe that in the absence of these “ unfair ”’ advan- 
tages competition, actual or potential, will serve to hold 
the prices charged by trusts and pools at a reasonable 
level. All we need is to draw the teeth of the combina- 
tions. The combination may indeed maintain excessive 
prices for a time. Before long, however, competitors 
will arise and force prices down again. Ultimately, 
continues the argument, the combination will either 
lose its controlling proportion of the business, or it will 
adopt the policy of maintaining prices so low that 
competitors will not be tempted to come into the field. 
Experience lends some support to this position. 
Many a pool has gone to pieces in the past as the result 
of the attempt to maintain exorbitant prices. Not a 
few among the trusts have a smaller proportion of the 
business in their fields today than they had at the time 
of their organization. Others have maintained moder- 
ate prices. It is perfectly true, moreover, that the 
trusts which have been most powerful have been those 
which used unfair competitive practices or possessed 
natural or patent monopolies. The Standard Oil Com- 
pany, for example, has almost continuously been able, 
throughout the greater part of the country, to extort 
prices far above a normal competitive level. The 
Standard Oil Company has probably outdone every 
other combination in unfair competitive practices. It 
has also been aided by the element of natural monopoly 
in pipe-line transportation and in tank-wagon delivery. 
It must be conceded, then, that the power of a 
combination, merely as such, to maintain monopoly 
prices is not without limit. Competition is a restraining 
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influence. But those who would have us keep hands 
off the trusts and pools must prove much more than this. 
They must prove that it is possible to prevent combina- 
tions from using unfair competitive methods and to 
deprive them of special sources of monopoly power. 
They must prove that, if this is accomplished, the 
combinations will possess practically no monopoly 
power whatever, that on the average and in the long ~ 
run they can maintain prices no higher than would pre- 
vail if combinations were destroyed. The fact that 
competition will bring down prices next year to a 
reasonable level is not sufficient comfort for the con- 
sumers who are paying exorbitant prices this year. The 
fact that a trust in one industry charges reasonable 
prices in order to ward off competition will not quiet the 
complaints of the consumers of the products of another 
combination which adopts the opposite policy. 

There can be no conclusive generalization from experi- 
ence regarding the effect of combinations upon prices, still 
less regarding the ability of combinations to maintain 
monopoly prices in the absence of unfair competition and 
special privileges. For this there are several reasons. 

In the first place, there has been no complete investi- 
gation of the multitude of trusts and pools. The thoro 
investigations of the Bureau of Corporations have 
covered only a half dozen industries. Other less elabo- 
rate investigations, official or private, have been made, 
but the results of most of them are inconclusive. Many 
fields have not been touched at all. 

In the second place, law and public opinion have had 
an important effect in restraining the monopoly power 
of trusts and pools. Up to about fifteen years ago, there 
were very few trusts. The pool was the common 
form of combination. Even before the enactment of 
the Sherman law in 1890, and of the various state anti- 
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trust acts, most of which were passed at about that date, 
pooling agreements were void and unenforceable under 
the common law. There was nothing to prevent their 
members from breaking away. Since the passage of the 
anti-trust acts, pools have been criminal as well as 
unenforceable. If pooling were legalized, if pool 
agreements were made enforceable, the power of pools 
might be much greater than it has been in the past. 

In any case, we cannot judge the monopoly power of 
the trusts from past experience with the pools. From 
the trust no member can possibly break away. But we 
have had no adequate test of the monopoly power of 
trusts unrestrained by law. Practically the entire 
history of the trusts is comprised in the period since the 
Sherman act was passed. They have operated under 
the ban of law. That fact has affected their price 
policies and their policies with respect to the acquisition 
of competitors. The effect must have been appreciable 
even in the earlier days, when the anti-trust laws were 
not being actively enforced. It has been powerful 
during more recent years, when suits in equity and 
indictments against trusts have been almost weekly 
events. The trusts have not dared to fight their com- 
petitors so vigorously or to annex them so freely as they 
would have done in the absence of restrictive legislation. 
They have hardly dared to maintain prices as high as 
they have had power todo. They have feared dissolu- 
tion. They have feared criminal prosecution. They 
have desired to curry public favor with a view to secur- 
ing amendments making the laws less rigid. What they 
would or could do if given free rein cannot be judged by 
past experience. 

In the third place, a satisfactory study of the effect of 
trusts and pools on prices during recent years is made 
particularly difficult by the extraordinary changes which 
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have taken place in industry generally. There was a 
long period of high prosperity, of rapidly advancing 
prices, and of rapid changes in methods of production, 
not merely in trust controlled industries, but in indus- 
tries generally. It is, therefore, quite impossible to 
determine the effect of a trust on prices by merely 
comparing the prices before and after the formation 
of the trust. It is necessary in each case to enter 
into the most elaborate details as to the prices of 
materials, the rates of wages, the methods of produc- 
tion and the movements of demand. 

Some have sought to measure the influence of trusts 
merely by comparing the movement of prices in indus- 
tries in which trusts exist with that in other industries. 
The prices of farm products are often used for such 
comparison. On the average the prices of agricultural 
products have advanced more than those of trust-made 
articles. Comparisons of this sort, however, prove 
absolutely nothing. The disparity between the growth 
of population and that of agricultural production has 
caused an extraordinary increase in the prices of farm 
products. Of course other factors besides the presence 
or absence of combinations affect the relative price 
movements of individual commodities or groups of 
commodities. Under conditions of freest competition 
the price of one product may go up while that of another 
goes down, or the price of one may go up far faster than 
that of the other. The sole question at issue is whether 
the price of the particular commodity made by a partic- 
ular trust has gone up more or has fallen less than it 
would have done in the absence of combination. That 
question, as already suggested, can be settled only by 
the most elaborate investigations. 

Finally, even if we possessed far more information 
than we do on the history of prices under trusts and 
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pools, we should still be unable to determine satisfac- 
torily to what extent such power as these combinations 
were found to possess over prices was attributable to 
unfair competitive methods or to special privileges such 
as natural or patent monopolies. Unfair competitive 
practices are largely secret. Railroad discriminations, 
for example, are comparatively seldom brought to light. 
We shall never know how far combinations and pools in 
the past have used unfair methods. Even if we did 
know all about these practices and all about the 
special privileges enjoyed by combinations, it would 
be merely a question of opinion to how far power 
over prices was attributable to them, except in cases 
where no unfair practices and no special privileges had 
existed. 

The truth is that a final answer to the question 
whether trusts and pools, merely by virtue of combina- 
tion, can maintain monopoly power and can on the 
average keep prices higher than those prevailing under 
strictly competitive conditions, would be possible only 
as the result of a wide-reaching and prolonged experi- 
ment. The nation and the states would have to repeal 
their anti-trust laws and substitute merely laws for the 
prevention of unfair competitive methods and the re- 
moval of special monopoly privileges. Then, perhaps, 
after a long period of years, we could determine approxi- 
mately the advantages or disadvantages of unrestrained 
liberty to combine. It is such an experiment, appa- 
rently, that some would have us undertake. The chief 
objection to it would be the difficulty of dropping the 
experiment when we had learned its lesson. If it were 
found that trusts and pools under such conditions were 
injurious to the public interests, it would be almost 
impossible to break them up and to return to a régime 


of general competition. 
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Are we then to reach the conclusion that we know 
nothing about the ability of trusts and pools to obtain 
excessive prices if unaided by unfair competitive 
methods or special advantages ? Must we give up the 
solution of the trust problem at the outset? I think 
not. There is enough evidence at least to indicate the 
probability that combination of the greater part of the 
concerns in an industry, merely as such, gives an 
appreciable degree of monopoly power. 

In the case of a good many trusts and pools we have 
reason to believe, either from the mere nature of their 
business or from the results of investigation, that unfair 
competitive methods and special monopolistic features 
have not been important factors. Yet in some such 
instances monopolistic prices have been maintained for 
greater or shorter periods of time. 

Pools are much less able than trusts to use unfair 
competitive methods effectively. This is the natural 
result of the fact that the pool is not under unified 
management. Take the matter of railroad discrimina- 
tions, for example. The pool ordinarily does not deal 
with the railroads as a unit. It has no officer or 
organization for that purpose. The individual members 
either pay the regular freight rates or separately negoti- 
ate for special rates and rebates. As individual con- 
cerns, the members of a pool are not in a stronger 
position to secure railroad favors than the outside con- 
cern. The practice of price discrimination also requires, 
in order to be an effective agent for destroying competi- 
tion, a degree of centralization in marketing such as 
seldom exists in the pool. 

Moreover, in most cases, the pool as such can have no 
peculiar monopoly privileges. Only in case the single 
members together possess the whole of some limited 
natural resource, or together possess all the patents on 
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which a given business is dependent, can their combina- 
tion have a peculiar advantage over outside concerns. 
It could readily be shown that, in the case of most pools, 
no such conditions exist. 

Nevertheless, even pools have often exercised a power- 
ful monopolistic control over prices. The successive 
pools in the powder business, the pools of salt manu- 
facturers, the pools of iron and steel manufacturers, 
notably the wire-nail pool of the 90’s, the more recent 
pools in certain specialized branches of the wire industry 
— these and a number of others are known to have 
advanced prices greatly. It is not sufficient to say that 
in most or even in all cases the excessive prices have been 
only temporarily maintained. It must be shown that 
during the ensuing period of competition the prices were 
enough below the normal level to offset the monopoly 
prices of the preceding period. This cannot be shown; 
the facts, at least in a good many cases, have been other- 
wise. The public has been forced on the average to pay 
excessive prices as the result of pools. As already 
indicated, moreover, the breaking down of pool prices 
has quite as often been due to the action of the members 
of the pool itself as to competition from without. To 
show that pools cannot maintain monopoly would not 
be to show that trusts cannot do so. 

_ Turning now to our experience with trusts, it has been 
demonstrated by thoro investigation that several of the 
trusts have maintained prices, sometimes for long 
periods, far above the competitive level. This has been 
proved true of the oil, steel, sugar and tobacco trusts. 
Doubtless it has been true also of many others not so 
investigated. Of the four named the oil trust is 
exceptional. It has in such large measure resorted to 
unfair competitive methods and has possessed such 
special privileges as possibly to account fully for the 
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monopoly power displayed. I do not think the same 
can be said of the others. 

The history of the sugar trust is illuminating. While 
that combination has at times profited by railroad 
discriminations, there is little reason to believe that its 
ability to attack competitors was due in any great 
measure to such discriminations. Most of the com- 
petitors which have arisen from time to time have been 
exceedingly large concerns, whose business the railroads 
were eager enough to get. Price discrimination and 
other unfair methods of competition can be used in the 
sugar industry only within narrow limits. These 
methods were certainly not the means which prevailed 
to force competitors to sell out to the trust. For about 
fifteen years after the formation of the sugar trust in 
1887, sugar prices— that is, the margins between the 
prices of raw and refined sugars — showed marked oscil- 
lations. A period of high monopolistic prices would be 
followed by the erection of new plants and a period of 
active competition. The competitors would then be 
taken into the fold and prices advanced again. On the 
average, prices were materially higher than they would 
have been under normal competition. For the past ten 
years or thereabouts, conditions in the trade have been 
more steady and prices have varied but little, being on 
the whole rather high. The trust has lost materially 
in its control of output during that period. The fact, 
however, seems to me attributable more to the fear of 
government prosecution than to a change of heart on the 
part of the managers of the combination or to realization 
of their inability to maintain monopoly. 

The tobacco trust possessed for a long time, if it does 
not still possess, very great monopolistic power. When 
the Spanish war broke out, the government greatly 
increased the taxes on tobacco. Manufacturers, as was 
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expected, advanced the prices correspondingly. At 
the close of the war, the taxes were restored to their 
former level. But prices were not reduced. Profits 
soared. Had effective competition existed in the trade, 
it would have been impossible to maintain prices after 
the taxes were lowered. The tobacco trust, I feel sure, 
was far from owing the whole of its power to unfair 
competitive methods or to special monopoly privileges. 
Freight charges on tobacco are such a small element in 
cost that, even if the trust had special favors in this 
respect, they could have counted but little in competi- 
tion. The trust did make considerable use of price 
discrimination as a method of warfare against competi- 
tors. It maintained bogus independent companies. It 
sought to make exclusive contracts with dealers. The 
conditions of the trade, however, are such that these 
practices could not wholly account for monopoly power. 
The ability of the trust to maintain its dominant posi- 
tion was largely due to its readiness to buy up competi- 
tors at good prices, and to the readiness of competitors 
to submit to the amalgamation process. 

In the case of the steel industry, the maintenance of a 
generally high level of prices since about 1900 has been 
due largely to the willingness of the principal indepen- 
dent concerns to follow the lead of the Steel Corporation. 
The understandings with outside concerns have been 
usually very informal, but decidedly effective. The 
steel combination is much bigger than the Steel Corpora- 
tion. That Corporation has gradually lost in its 
proportion of the output, but its power over prices has 
scarcely diminished. Unfair practices have contributed 
but little to its strength. 

The truth is that in by no means all industries is it 
possible for a combination, however comprehensive, 
to add much to its power by unfair competitive methods. 
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Still fewer industries possess peculiar monopolistic 
factors which tend to strengthen the power resulting 
merely from the combination of the greater part of the 
industry. 

The importance of railroad discriminations, for 
example, as a factor in the monopoly power of the trusts 
has often been exaggerated. . Such discriminations 
were undoubtedly of enormous aid to the Standard Oil 
Trust. They have been of considerable assistance to 
a good many other trusts. But for not a few industries 
in which combinations have developed, freight charges 
are a relatively unimportant element of cost. During 
the past fifteen years, which cover the entire history of 
many of the trusts, railroad discriminations have been 
much less common than formerly. Law has done much 
to eliminate them. So has the increased traffic of the 
railroads, which has made them less eager to take busi- 
ness away from one another. The government investi- 
gations have failed to show that the harvester or tobacco 
trusts enjoyed special favors of importance from the 
railroads. They also have failed to show that the Steel 
Corporation has received such favors, other than those 
arising from its operation of switching railroads at its 
plants; and similar advantages were enjoyed by the 
leading independent steel concerns as well. It would 
be rash to say positively that this or that particular 
trust has had no unfair advantage over competitors 
in railroad rates, but it is certain that by no means 
every trust has had such advantage. 

Again, price discrimination is not possible in all cases. 
True, it has been a tremendously powerful weapon in 
the hands of the Standard Oil Company. The peculiar 
method of marketing the principal petroleum products, 
by delivery in tank-wagons directly to the door of the 
retail dealer, greatly facilitated this practice. For 
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example, some years ago the Standard Oil Company was 
selling illuminating oil at San Francisco, next door to its 
great California refinery, for 12} cents a gallon. It 
was transporting the same oil several hundred miles to 
Los Angeles and selling it for 7} cents. Half a cent a 
gallon is a fair profit on oil. The small competing 
refineries were located chiefly near Los Angeles. In 
many industries, however, price discrimination cannot 
be made an effective tool of monopoly. In the case of 
those products which are standard in character and 
which are handled through central markets, compara- 
tively little can be gained by it. 

So, too, the practice of requiring exclusive patronage, 
— refusing to sell goods at all except to those who agree 
to refrain from buying the goods of competitors, — can 
be made a means of aiding monopoly in comparatively 
few industries. In the case of staple goods obtainable 
at central markets, it makes no difference to the pur- 
chaser whose product he buys. He runs little risk that 
by refusing to buy from a given seller, even the principal 
producer, he may be unable to supply himself from other 
_ sources. Where a combination has already, by patent 
rights, reputation or otherwise, a practical monopoly 
of certain products, it can sometimes use that monop- 
oly as a means of forcing purchasers to buy its 
other products also, to the exclusion of those made 
by competitors. Otherwise the practice of requir- 
ing exclusive patronage seldom tends to monopoly. 
Indeed, it is a very common practice among con- 
cerns which have neither monopoly power nor monopoly 
purpose. 

Some of the combinations have owed a good deal of 
their power to the possession of natural or patent 
monopolies. The grip of the Standard Oil Company 
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transportation, which, like other means of transporta- 
tion, tends strongly tomonopoly. The system of tank- 
wagon delivery of oil to dealers also lends itself to 
monopoly, since duplication of service means needless 
expense. The possession of limited natural resources 
has aided at leasi a small number of the trusts to main- 
tain their power. The possession of patents has been a 
factor of some importance in the case of the American 
Can Company, of the combinations in the electrical 
industry, in the shoe machinery industry and a few 
others. Were it possible to deprive trusts of these 
special monopolistic privileges, or to control the exercise 
of them by fixing transportation rates, fixing prices or 
otherwise, a number of the trusts would be decidedly 
weakened. 

Nevertheless, it is far from true that factors of this 
sort are present in a majority of the combinations. 
They count little, for example, in the sugar business, or 
the tobacco business, or the packing business. I doubt 
even if the United States Steel Corporation has owed 
any appreciable part of its power in the past to the 
ownership of ore lands or the operation of railroads and 
steamships, considered merely as elements of natural 
monopoly. 

It would, of course, require volumes to enter into all 
the details of the known facts regarding the individual 
combinations and to discuss carefully their significance. 
The statements I have made thus briefly may be chal- 
lenged. Some of them may not be well-founded. 
On the whole, however, after much observation and 
study, I am strongly of the opinion that past experience 
goes to show that trusts and pools, merely by virtue of 
combination, can work injury to the public, through 
excessive prices. I do not believe that experience 
supports the contention that to prohibit unfair competi- 
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tive methods and to deprive combinations of special 
monopolistic privileges would sufficiently protect the 
people from extortion. 


The opinion that the possession of a dominant pro- 
portion of a given business will by itself enable an 
industrial combination to exercise monopoly power over 
prices is not without theoretical support. 

Some economists go so far as to maintain, on abstract 
grounds as well as on the ground of experience, that 
under modern conditions continued competition is 
impossible in most fields of manufacturing industry. 
They hold that the large amount of fixed capital places 
modern manufacturing industries in the same category 
with railroads. It has long been recognized that com- 
petition among railroads tends to go to such excessive 
lengths as virtually to force combination in self protec- 
tion. Those who take this view would have us adopt 
neither the policy of permitting combinations to go 
unrestrained, nor the policy of attempting to destroy 
and prevent them. They find the only possible solution 
of the trust problem in government regulation of prices 
and profits. 

This view seems to me extreme. It will be discussed 
more fully in another lecture. There is a material 
difference between the conditions in the great majority 
of manufacturing industries and those in railroad trans- 
portation. To maintain that it is impossible by law to 
prevent combinations in restraint of trade is very dif- 
ferent from maintaining that, in the absence of laws 
against such combinations, they will be able to exercise 
a large degree of monopoly power. However, whatever 
force there may be in the arguments in behalf of the 
first of these positions is obviously still greater in behalf 
of the second. 
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Against this extreme view, that competition is impos- 
sible, stands the other extreme view, that monopoly 
. power is impossible in manufacturing industries if unfair 
competition and special privileges be eliminated. There 
are, we are told, plenty of capital and plenty of business 
talent ready to enter any field where prices are high and 
profits promising. . This is true in very considerable 
measure. The investigations of the Pujo committee, 
however, have made it clear that the flow of capital into 
industries is not altogether free from restraint. We 
may not credit fully the conclusions of that committee 
as to the power of the Money Trust. It is a fact, 
nevertheless, that a limited number of great financial 
interests, closely intertwined, and with a multitude of 
ramifications, have a considerable degree of control over 
credit throughout the country. A concern requiring 
large capital would find difficulty in placing securities 
or in borrowing money, if its purposes were inimical to 
combinations or corporations in which these great 
financial leaders were interested. At the same time, 
it must be admitted, the power of the Money Trust is by 
no means sufficient wholly to prevent new capital from 
entering into competition with the trusts. 

Some take the position that the mere aggregation of 
great capital in the trust will implant such fear in the 
hearts of would-be competitors that they will keep out. 
of the way. They urge that the great resources of the 
trust alone will enable it to survive losses of competition 
better than the smaller concern. With this view also 
I find myself unable to agree. The losses of a trust 
from competition reach a greater volume of business 
than those of the independent concern; proportionally 
they may be equally heavy. Only if the trust is more 
efficient than its competitors, or if it can use unfair 
methods of attacking them, is it able to drive them to 
the wall without itself suffering equally. 
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But does theory justify us in thinking that the trust 
will find it necessary to fight to the last ditch in order 
to rid itself of the competitors which are likely to spring 
up from time to time? Will not the same motives 
which led the group of competing concerns to combine 
at the outset appeal as well to the new competitors ? 
It is by no means true, as some trust promoters would 
have us believe, that before the trusts were formed, 
destructive competition was causing intolerable losses. 
Usually the leading concerns were by no means in 
danger of the sheriff. They united because they saw 
the prospect of still greater gains than they were making. 
They felt it was more profitable to join in gouging the 
consumer than to try to get business away from one 
another. Will not the new concerns that rise up to 
plague the trusts find it convenient to do likewise after 
a reasonable period of competitive struggle ? 

‘We are not justified, on theoretical grounds, in antici- 
pating any other history for the trust than that which 
has so often actually taken place in the past. The 
career of many, if not most, trusts has shown a wave 
movement. First, fairly complete elimination of com- 
petition and extortionate prices. Then an inroad of 
competition followed by moderate or low prices. Next 
the absorption of competitors, and high prices once 
more. What theoretic reason is there to believe that 
in the long run the average of prices under these 
fluctuations will be no higher than had there been no 
combination at all? What reason to suppose that 
during the periods of active competition the prices will 
go far below a profitable level ? Can the trust induce 
its competitor to enter the sheltering arms of monopoly 
only after both have long been losing heavily ? 

Capital and talent may be ever ready to begin com- 
petition with the trusts. They are usually quite as 
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ready to join with the trusts to keep up prices. Often 
the sole object of the new competitor is to break his way 
into the monopoly. It may not even be necessary for 
the combination to pay a very high price in order to 
buy him up. It may not be necessary to buy him up 
at all. He may simply agree with the trust to work in 
harmony, to follow its leadership. 

But, it will be urged, the trusts will be able, by reason 
of their superior economy and efficiency, to secure 
profits, on the average, in excess of the normal competi- 
tive rate, and still charge prices at least as low as would 
be possible under a régime of general competition. 
Anticipating for a moment what will be discussed more 
fully in another lecture, we may note that superiority 
of the trusts in efficiency has been by many greatly 
overestimated. The trust may be more efficient than 
its smaller competitors as they actually exist today or 
than the separate plants that preceded the trust. That 
proves little. The things compared are not properly 
comparable. In most industries the trust possesses 
little superiority over large individual plants such as 
would have arisen in the absence of the trust. 

But even assuming for purposes of argument, that 
the trust is the most efficient possible business unit, it 
does not follow that, in the absence of regulation of 
prices and profits by the government, the people can 
expect to share in the benefit of that efficiency. On 
the contrary, the efficiency itself might result to the 
injury of the public. It is by no means clear that the 
self-interest of trust managers would under such cir- 
cumstances lead them to maintain prices uniformly low 
in order to keep competitors from entering the field. 
Might they not rather keep prices high as long as 
possible, relying on their ability to destroy competitors 
by underselling, whenever they arose? Might not 
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the known ability of the trust to undersell without loss 
create such a fear that competition for long periods 
would not dare to raise its head ? Superior efficiency 
of trusts may be an argument in favor of the policy of 
tolerating combinations subject to government regula- 
tion, but hardly in favor of a policy of laissez faire. 

Experience and theory thus unite at least to warn us 
of the possible danger of trusts and pools. We cannot 
feel sure that the restriction of unfair competitive 
methods and the removal of special monopolistic 
privileges would rob them of power to mulct the con- 
sumer. Moreover, we have not yet been shown that it 
is possible to eradicate unfair competitive methods and 
special privileges. The government has been trying 
to put a stop to railroad discriminations for more than 
twenty years. It has reduced them greatly, but it has 
not wholly eliminated them. The task of preventing 
unfair methods of marketing goods would be even 
harder. It is easy to talk about prohibiting price 
discrimination, for example. Actually to prevent it 
would require elaborate administrative machinery. 
Price discrimination is practised more or less in almost 
every branch of industry and trade. Small concerns 
having no thought of monopoly often discriminate in 
prices. In some cases the practice is excusable if not 
desirable. The government would have grave difficulty 
in determining just where to draw the line. Indeed, to 
prove the fact of discrimination would often be virtually 
impossible, because of differences in the grade of goods 
sold, in the quantities sold to different purchasers, and 
in the costs of sale and delivery. 

Difficult also would it be in many cases to deprive 
combinations of special monopoly privileges. For 
example, take patent rights. The patent possessed by 
a concern standing alone may give it only a limited 
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degree of monopoly power. By combining with other 
concerns having patents for related machinery or proc- 
esses the monopoly may become complete. We may 
prevent such combination by law. But if we permit it, 
how can we then deprive the combination of the added 
power which the pooling of patents gives? The only 
remedy for monopoly in that case would be regulation 
of the prices of the products. Again, a number of 
separate concerns having each part of a limited natural 
resource may unite so that they together control the 
entire resource or the greater part of it. This gives 
them an advantage over competitors that did not exist 
before. The combination might have been prevented, 
but if it is permitted the advantage thereby acquired 
with respect to the natural resource cannot be taken 
away save by the difficult method of government regu- 
lation of prices. 

The restriction of unfair competitive methods and of 
special monopoly privileges would be a proper enough 
adjunct of the policy of prohibiting combinations, or of 
the policy of regulating their prices and profits. But 
standing alone it is not a sufficient safeguard against 
monopoly. 

The solution of the trust problem, therefore, must be 
found either in prohibition or in regulation, not in 
laissez faire. Those who ask us to remove the ban of 
law from trusts and pools without substituting the 
controlling hand of government over prices are asking 
a departure from a policy that is as old as Anglo-Saxon 
civilization. They are asking us to leap into the dark. 
The results, tho conceivably not disastrous, might yet 
be extremely disastrous. The great majority of the 
American people have no desire to risk the experiment. 
I for one believe that they are right in refusing to do so. 


loss 
iods 
ncy 
of 
ila- 
us 
not 
ive 
tic 
n- 
it 
nd 
ng 
an 
as 
1g 
it 
st 
8 

t 

y 

) 

4 


402 QUARTERLY JOURNAL OF ECONOMICS 


II 
Tue PossisILity OF PREVENTING COMBINATION 


If the conclusion is reached that there is need for 
either regulation of combinations or prohibition of them, 
the question immediately arises whether the latter 
course is practicable. Can the government successfully 
break up existing combinations and prevent the forma- 
tion of others ? 

The limited experience of this country thus far in 
“ trust busting ” is often cited as proving the impossi- 
bility of destroying the trusts. In some cases the so- 
called dissolutions have in fact failed to bring about 
real competition. Yet in some other instances a con- 
siderable measure of competition has apparently been 
restored. As regards the great majority of the cases no 
information concerning the results is available. So 
little time has elapsed since the anti-trust laws began 
to be enforced with some vigor that a pessimistic 
judgment as to the ultimate outcome is premature. 
Moreover, the methods of dealing with the combinations 
thus far have been relatively gentle and the results do 
not justify a conclusion as to what might be accom- 
plished by a really rigorous policy of repression. 

The opinions of most people concerning the results 
accomplished under the Federal anti-trust act are based 
on a few conspicuous cases. They do not even know 
that there have been scores of prosecutions and suits 
in equity under that act, the great majority of which 
have been decided in favor of the government. While 
the earliest decisions of the Supreme Court tended 
greatly to narrow the scope of the Sherman law, later 
decisions have turned increasingly in the other direction. 
The court has not only upheld the constitutionality of 
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the act in every respect, but it has held its broad ter- 
minology applicable to almost every specific form of 
combination or of contract in restraint of trade, and to 
almost every monopolistic practice of which complaint 
is made. Supposed rights of property and of contract 
have in large measure been brushed aside by the court 
when urged as a defense for monopoly. The Sherman 
Act needs little, if any, modification with respect to its 
scope and its definitions. The state courts also have 
shown vigor in enforcing the various state anti-trust 
laws. 

Yet repression has not thus far taken drastic form. 
It is one thing for the courts to adopt a broad policy 
in holding a combination, contract or practice unlawful. 
It is quite another to use vigorous measures to punish it 
or prevent its recurrence. Thus far there has been 
scarcely a single instance of imprisonment for violation 
of either state or Federal anti-trust laws. Juries have 
not shown a disposition to convict where imprisonment 
was the necessary penalty, or where they believed that 
the judges would probably impose that penalty. Where 
judges have had a choice between fining and imprisoning 
offenders, thev have uniformly inflicted the fine. In 
fact, many of the fines have been unreasonably light, 
in some cases far less than the profits which the com- 
bination had gained through violation of the law. 

It would have been harsh to imprison men in the first 
campaign against the trusts ‘under the Sherman law. 
The law had long been allowed to remain a dead letter. 
Business men generally did not look upon monopolistic 
combinations or practices as immoral. Hence admin- 
istrative officers, judges and juries were justified in 
leniency. It does not follow that leniency is desirable 
for the future, or that the people will be disposed to 
tolerate it. Now that the public has shown that it 
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means business in attacking combinations and monop- 
olies, and that the meaning of the laws is clearly 
established and generally known, men who form com- 
binations, make contracts in restraint of trade, or pursue 
monopolistic practices, know that they do so at their 
peril, and severe pusnishments will be perfectly proper. 
If necessary, the anti-trust laws could be so amended 
as to make imprisonment the only penalty in criminal 
cases, or to increase greatly the minimum and maxi- 
mum fines. A vigorous enforcement of anti-trust laws, 
especially by imposing prison sentences, would virtually 
stop the more formal combinations and contracts in 
restraint of trade as well as the more obvious methods 
of unfair competition. The average business man fears 
the jail mightily. Very few are deliberate law-breakers. 
Tho some secret combinations in plain violation of the 
laws might be attempted even in the face of severe 
punishment if discovered, they would probably be very 
few. The question whether informal understandings 
could be prevented and whether genuine and active 
competition could be brought about is, however, 
different and will be considered later. 

A large proportion of the proceedings under the Sher- 
man Act have not been criminal indictments, but bills 
in equity seeking injunctions. In a few cases the same 
combination has been pursued both criminally and in 
equity. The injunction is under certain conditions a 
very necessary device for enforcing the «tatute. It is 
difficult to see how a closely knit trust like the Standard 
Oil Company could be satisfactorily broken up without 
an order of the court as to the method of doing so. 
Merely to impose penalties upon a trust or its managers, 
and to leave them to devise means of dissolving it, 
would often open the door for endless litigation among 
the members and stockholders of the combination. A 
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pool, a contract in restraint of trade, a monopolistic 
practice can be discontinued forthwith. In attacking 
these, a prosecuting officer has his choice between 
criminal and equity proceedings. An injunction 
against them does little to add to the effectiveness of 
the penal provisions of the law itself. But the dissolu- 
tion of a trust or corporate combination requires 
positive and not merely negative action. It takes time 
and skill. It calls for decrees in equity. 

Most of the cases under the Sherman act have been 
not against trusts proper, but against pools, contracts 
in restraint of trade, and monopolistic practices. There 
is reason to believe that much has been accomplished 
in cases of this type, tho positive evidence is for the 
most part lacking. Very seldom have the courts been 
asked to punish the same offenders a second time, or to 
find them guilty of contempt in violating injunctions. 
It is perfectly easy for the separate concerns which 
agreed together in a pool and which theretofore were 
competitors to resume competition. In the past many 
a pool has dissolved itself, or fallen asunder without 
legal action. I have no doubt whatever that most of 
the pools, contracts in restraint of trade and monop- 
olistic practices against which the law has been invoked 
have actually been discontinued in form, and a good 
many of them in substance. 

In the more familiar cases against the Northern 
Securities, Standard Oil and American Tobacco combina- 
tions, the court had to deal with holding companies. 
The oil and tobacco trusts in particular were not mere 
assemblages of separate concerns. Each was a working, 
organic unity. The Standard Oil combination had 
been in existence for forty years. Most of the con- 
stituent corporations whose stocks were controlled by 
the Standard Oil Company of New Jersey had never 
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been independent; they were children of the parent 
concern by birth and not by adoption. The separate 
corporations were maintained merely for legal conven- 
ience. Very few of the men who managed them had ever 
had experience with competition against one another. 
The tobacco trust was but little less firmly knit together. 

To establish competition among the parts of the oil 
and tobacco trusts was thus of necessity a difficult 
task by any method. The method actually pursued 
by the courts in these cases was wholly inadequate to 
the situation. Indeed, that method was not adequate 
even for the much easier task of breaking up the com- 
bination of railroads formed under the Northern Securi- 
ties Company, a combination in which each railroad was 
a distinct entity and not an essential member of a 
unified whole. 

In each of these three cases the decree of the court 
permitted the holding corporation to divide the shares 
of the various constituent companies pro rata among 
the stockholders of the holding company. A person 
who held one-tenth of the stock of the Standard Oil 
Company of New Jersey, for example, became there- 
after the holder of one-tenth of the stock of each of the 
former subsidiary companies. To be sure, the decree 
prohibited the use of liquidating certificates or other 
evidences of joint ownership in two or more of the sub- 
sidiaries, as well as other formal devices for securing 
unity of control. The several companies, their officers, 
and directors were enjoined from agreeing together as 
to the conduct of business in such a way as to restrain 
trade. There was no prohibition, however, against the 
election of the same persons as directors or officers of 
two or more of the companies. 

It is difficult to see why it should be anticipated that 
changes in the ownership of the stock thus distributed 
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would take place, within any reasonable length of time, 
such as would destroy the substantial community of 
interest. John D. Rockefeller had owned about one- 
fourth of the stock of the Standard Oil Company of 
New Jersey. A very small number of men had con- 
trolled a majority of the stock. These same men now 
control a majority of the stocks of the segregated com- 
panies. What possible motive have they for selling 
stocks in one of the companies rather than in another ? 
Rather is it to be expected that they, and their heirs 
after them, will in general continue to hold all of these 
stocks, or, if they do dispose of any, will dispose of 
equal proportions in each of the companies. Changes 
are perhaps more likely to take place in the ownership 
of the smaller blocks of shares; but these have no 
influence in the control of corporations. So long as 
there is a community of ownership in the shares, formal 
agreement among the several corporations of the Stand- 
ard Oil group regarding prices, output or other matters 
is by no means necessary to insure substantial harmony 
in operation. No man naturally competes against 
himself. 

The situation with respect to the former constituent 
companies of the Northern Securities Company and the 
American Tobacco Company is the same as with respect 
to the Standard companies. 

This method of dissolving trusts — by leaving the 
ownership of all the constituent parts to the same per- 
sons that owned the former controlling corporation — 
can hardly be characterized by any other word than 
farcical. It rests on the false assumption that a cor- 
poration has motives and ideas different from those of 
the persons who own it. The courts have repeatedly 
asserted that, in judging of the existence or the legality 
of a combination in restraint of trade, they must and 
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will look beneath mere forms, and will consider the 
essence, the purpose of the men who conspire beneath 
the cloak of the corporation. In making the decrees of 
dissolution in these leading trust cases, however, the 
courts have dealt with form rather than with substance. 
There would be no insuperable difficulty in adopting 
a more effective method of dissolving such closely-knit 
trusts. The stockholders of the controlling corporation 
could be required to apportion the securities or proper- 
ties held by it among themselves in such a way that no 
one should have an interest in more than a single part. 
Such a method of dissolution might not immediately 
restore competition, but it would at least render com- 
petition possible and ultimately probable. Of course, 
the procedure suggested would not be altogether easy. 
There might be bickerings among the stockholders as 
to the relative values of the several constituent parts, 
particularly in view of the fact that such values after 
the dissolution of the combination might bear a different 
relation to one another from those obtaining under the 
combination. If the court or the administrative 
authorities had to undertake the task of valuing the 
constituent properties for the purpose of such dissolu- 
tion, much expert investigation would be required. 
But the thing is quite possible. It involves little more 
difficulty or more likelihood of injustice than is involved 
in the valuation of stocks and properties of constituent 
concerns at the time they enter a combination. The 
managers of the trust itself could be required to take the 
initiative in working out such a scheme of dissolution. 
I do not propose to discuss the constitutionality of 
such a procedure. However, the increasing liberality 
of the courts in putting the public interest above the 
rights of property seems to hold a promise that they 
would go even thus far. If some injury resulted to 
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investors from such a plan of dissolution as I have sug- 
gested, it would be proper to remind them that when 
they entered into an unlawful combination, or bought 
its securities, they knowingly incurred the risk of loss 
through government intervention. Surely it would be 
strange if the law should avail to fine or imprison those 
who form a corporate combination with monopolistic 
intent, and yet be powerless to effect a real dissolution 
of such a combination. 

In this connection it is worthy of note that the decree 
of the Court in the recent Union Pacific case did not 
authorize the distribution of the shares of the Southern 
Pacific Company held by the Union Pacific among the 
stockholders of the latter. The decree declared that 
such stock should be disposed of only with the approval 
of the Court. Asa matter of fact, a large block of the 
Southern Pacific stock was turned over to the Penn- 
sylvania Railroad. 

As may be inferred from the preceding discussion, I 
do not believe any important measure of competition 
exists today among the companies which formerly were 
controlled by the Northern Securities, oil, and tobacco 
combinations. It is not in human nature that it should 
exist under the conditions. Moreover, there is no out- 
ward evidence that competition has been restored as a 
result of the decrees in these three cases. It is true 
that a very active campaign of advertising has recently 
been conducted by the companies into which the 
tobacco trust was divided, but this does not necessarily 
mean competition among them. Even in the days of 
its strongest hold on the trade, the American Tobacco 
Company was a great advertiser, both for the purpose 
of maintaining the popularity of its brands as against 
outside competitors and for the purpose of stimulating 
consumption. 
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We must conclude, therefore, that, until we have 
tried more vigorous measures than have been thus far 
employed, despair as to the possibility of restoring 
competition among the constituents of a trust is 
unwarranted. 

Difficult as it may be to break up trusts already 
formed and firmly knit together, there seems no serious 
difficulty in preventing by law the formation of new 
trusts. Indeed, it is noteworthy that since the govern- 
ment began somewhat actively to bring proceedings 
under the Sherman anti-trust act, almost no trusts have 
been organized. If a proper control over the organiza- 
tion of corporations and over their acquisition of prop- 
erty and securities were exercised by the states and by 
the Federal government, the attempt to organize new 
trusts could be nipped in the bud. Herein lies one of 
the strongest arguments for the creation of a trade com- 
mission with power over corporations engaged in 
interstate commerce. 


It would appear from the preceding discussion that 
there is no serious difficulty in destroying and prevent- 
ing by law the more formal pools and contracts in 
restraint of trade, or in preventing the formation of new 
trusts; nor even any insuperable difficulty in effectively 
breaking up trusts already organized. There remains 
the question whether, in the absence of formal combina- 
tions and contracts in restraint of trade, those of an 
informal character, which the law cannot reach, will 
persist and will possess the power seriously to injure the 
public. It is, of course, impossible to compel people 
to compete, in the sense of attempting, by the lower- 
ing of prices or otherwise, to get all the trade they 
can. The law cannot punish concerns each of which, 
without any written or oral agreement, takes merely 
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the business which comes to it at the prices which it 
considers fair. 

Those who believe it impossible to maintain competi- 
tion in modern industry urge that the losses from unreg- 
ulated competition are so severe that business men and 
investors will do everything possible to escape them. 
They point to the experience of the railroads. Rail- 
road rate wars often reduced the competing lines to 
poverty or bankruptcy, and all but forced them into 
pools. The fierceness of railroad competition is due 
primarily to the fact that the transportation business 
is, at least up to a certain point in density of traffic, one 
of increasing returns. This tempts each company to 
increase its business at almost any cost. Moreover, it 
is impossible for the railroad to withdraw its investment, 
however unprofitable it may become. It is urged, that 
manufacturing industries in which large fixed capital is 
required present substantially similar conditions in both 
respects. To the manufacturing establishment with 
large investment in plant, the fullest possible operation 
means the lowest overhead cost per unit of output. In 
industries not requiring much fixed capital, it is possible 
for the competitor to withdraw if the business become 
unprofitable, thus setting a limit to the disastrous effects 
of competition. In industries with large fixed capital, 
we are told, it is impossible for any one to withdraw. 
Consequently, the concern which is losing most from 
competition will continue to cut prices, in the hope of 
gaining enough business to pay expenses and prevent 
absolute loss of the investment. Thus, it is contended, 
the business of all competitors often becomes unprofit- 
able, and the temptation to combine, for restoring and 
maintaining prices, becomes well-nigh irresistible. 

If the conditions were as serious as thus depicted, we 
should feel disposed not merely to give up the struggle 
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to maintain competition in our leading industries, but 
even to encourage combination. Persistent loss from 
excessive competition is intolerable. Among well- 
informed and unbiased observers, there has, therefore, 
developed a strong feeling in favor of permitting pooling 
and community of interest among railroads. 

But is it true that competition in manufacturing 
industries tends ordinarily to such extreme lengths ? 
Are the conditions in any appreciable number of 
industries closely similar to those in railroad transporta- 
tion? This seems to me not proved. 

In the first place, in most industries, the relative 
importance of fixed capital is much lower than with the 
railroads and other public service industries. The 
capital investment of the railroads of the United States 
is between four and five times as great as their gross 
annual revenue. The capital investment of the gas 
companies and of the electric light companies bears 
about the same ratio to their gross earnings. On the 
other hand, in manufacturing industries taken as a 
whole, the census returns show a capital investment less 
than the annual value of product. Even in the steel 
industry, which is one of exceptionally large fixed 
capital, the reported value of capital only slightly 
exceeds the annual value of output. The statistics on 
which these statements are based are not altogether 
reliable, but they do show approximately the true 
relations. Again, the principle of increasing returns in 
the case of railroads extends in large measure even to 

This statement with regard to manufacturing industries is based upon the census 
of 1909, which gives the value of capital as $18,428,000,000 and the value of products as 
$20,672,000,000. The latter item involves much duplication, due to the use of the 
products of one plant as material for another; but it is proper to compare this gross 
value with that of the capital. For if a manufacturing concern shuts down in order to 


avoid loss, it eliminates its entire cost of materials, whether strictly raw materials or the 
partly finished product of other manufacturing concerns. 
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operating costs; this is seldom true of manufacturing 
concerns. For these reasons to reduce the output of a 
manufacturing plant when prices are unfavorable does 
not in most cases increase unit costs, including fixed 
charges, to any such extent as in transportation. 
Finally, in railroad competition there are usually only 
a few lines involved. Each of them may readily have 
sufficient capacity to handle the whole competitive 
business. In most manufacturing industries, on the 
other hand, plants are numerous. The individual plant 
has but a comparatively small fraction of the total 
capacity. Under such conditions no one plant can by 
price cutting expect to increase its share of the business 
in any such proportion as the railroad can. 

For these reasons, competition of a really destructive 
kind is much less likely to arise in manufacturing 
industries than in railroad transportation. It follows 
that the motive for combination is less powerful in the 
former than in the latter. There are many manufactur- 
ing industries today in which we find neither destructive 
competition nor combinations in restraint of com- 
petition. 

In any case, even tho the desire to suppress competi- 
tion be strong among business men in manufacturing 
industries, it is very difficult effectively to suppress it 
when combination is under the ban of the law. In- 
formal agreements and tacit understandings are far less 
effective in repressing competition than the more formal 
and definite combinations which it is proposed to pro- 
hibit. It is not easy for a group of separate concerns to 
act in harmony, to refrain from competition. This is 
particularly the case when prices are at a high level. 
If each concern could be sure that its competitor was 
maintaining prices and not seeking to get a larger pro- 
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portion of the business, tacit combination might go on 
peacefully. But the temptation to shade prices and get 
business away from others is always strong. The mere 
unfounded suspicion that competitors are pursuing this 
policy often leads the business man to seek to protect 
his trade by lowering prices, or by other competitive 
measures. If once the bars are let down anywhere, the 
whole trade is likely to rush into the field of active 
competition. 
The history of combinations in the past is full of 
efforts to make them more binding, more cohesive, to 
prevent more effectively the internal competition that 
would ever break forth. Agreements as to prices were 
found ineffective without systematic measures for 
dividing output or profits. Agreements for such pool- 
ing of business or profits broke down unless there was 
efficient machinery for enforcing them, backed by heavy 
penalties. Despite even such vigorous methods, many 
of the pools were not strong enough to prevent competi- 
tion among their own members. It was largely for this 
reason that the original trust form of organization, and 
later the corporate combination, became popular. The 
difficulties which the railroads in the earlier days en- 
countered in their efforts to suppress competition among 
themselves are well known; and this despite the fact 
that their managers knew the peculiar risk of heavy 
losses from rate wars. The conditions which made 
competition so disastrous, which offered such an incen- 
tive to combination, themselves rendered the prevention 
of competition peculiarly difficult. No doubt, a large 
majority of business men would prefer to combine 
with one another in order to exact high prices from the 
public. It has already been suggested that if combina- 
tion were freely permitted, competition would very 
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likely be eliminated in large degree. But combination 
under the ban of the law is a very different thing from 
combination with its sanction. 

Those who hold that it is impossible to maintain 
competition as a general basis of business are called on 
to explain the fact that competition does exist today 
in a large proportion of the field of production and 
trade. Many as are the more formal combinations, 
perhaps even more numerous the informal understand- 
ings among business concerns, there are wide fields in 
which real competition exists. Can any one deny, for 
example, that the mining of bituminous coal, or the 
manufacture of cotton goods, of boots and shoes, of 
automobiles, is conducted under essentially competitive 
conditions ? Is not the same true of a large part of the 
wholesale and retail merchandizing ? The advantages 
of combination to its members are so well known that 
we should expect to find competition practically elim- 
inated everywhere, were it not for the real difficulties 
of eliminating it. 

There is, therefore, no occasion for despair as to the 
suppression of trusts and pools. Monopoly is not 
inevitable. Competition in manufacturing and mercan- 
tile business is not so destructive as to force combination. 
The failure of some of the so-called trust dissolutions to 
restore competition is no proof that more rational and 
more vigorous methods of enforcing the law would also 
fail to do so. Competition has been restored in some 
cases where monopoly once reigned. In many impor- 
tant industries competition has never succumbed. 

Hence we can consider on their merits the relative 
advantages of trust prohibition and trust regulation. 
Our choice is not foreclosed by the impracticability of 
the former. Is a trust régime superior from the stand- 
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point of efficiency to a régime of competition? Is it 
possible effectively to regulate the prices and profits of 
trusts ? What would be the ultimate consequences of a 
policy of regulation? These questions remain to be 
discussed. 


E. Dana Duranp. 
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DAVENPORT’S ECONOMICS AND THE 
PRESENT PROBLEMS OF THEORY 


SUMMARY 


I. Davenport’s Economics is in the direct line of succession of the 
classical treatises on economics, 417. — II. The book essentially classi- 
cal in scope and method, 419. — III. The chief departure from classical 
method in the greater significance ascribed to the entrepreneur, 422, — 
IV. Competing concepts of marginality: contradictions in Davenport’s 
usage, 424. — V. Inadequacy of the concept of value as a mathematical 
ratio for the analysis of the problems of price and value of money, 430. — 
VI. Production identified with acquisition, 437. — Bearing of this 
amalgamation of concepts upon the problems of functional and personal 
distribution, 438. — VII. Social implications of Davenport’s system of 
economic theory, 443. 


I 


Such recent writers as have sought to reopen theoret- 
ical controversies have commonly manifested a desire 
to change the scene of action, thus tacitly implying 
that nothing new could come from a renewal of the old 
debates. Sombart and Veblen and their followers 
have addressed themselves to the task of substituting 
for the accepted mechanistic economics a genetic 
science, constructed after the analogy of the biological 
sciences. Anderson and Cooley and other social value 
theorists are endeavoring to divert the attention of 
economists from the older issues to an examination of 
the forces underlying the so-called utility curve, which 
we are beginning to realize is not a utility curve at all, 
but a curve of possible choices, or, objectively speaking, 
values. Nosuch treacherous shifting of ground appears 
in Davenport’s Economics of Distribution.' Davenport 


1 The Economics of Enterprise. By Herbert Joseph Davenport. New York. 


The Macmillan Company, 1913. 544 pp. 
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takes his stand in the center of the ancient field of 
controversy, as a champion of the law, despite his 
manner of grisly revolutionary. Once more we pass 
in review the familiar doctrinal antithesis of value as 
ratio and value as substance; cost as pain and cost as 
opportunity foregone; margins as fixing prices and 
margins as fixed by price; capital as productive factor 
and capital as distributive category; interest deter- 
mined by productivity and interest determined by a 
discounting process. Once more we are to subject to 
analysis the nature of imputation, and to examine the 
bearings of complementarity and substitution. The 
theory of entrepreneurship and profit is overhauled 
again, as are also the theories of credit and crises. This 
enumeration of problems might be greatly extended; 
but it is already clear enough that we have in Daven- 
port’s book a remarkable congregation of issues that 
are classical but are still far from being closed. And 
not merely by number of issues raised is Davenport 
provocative of thought. He woos his reader with a 
club more often than with soft words; accordingly he 
forces you to subject to re-examination doctrines you 
had always cherished until you found them in Daven- 
port’s arsenal. With most contributions to contem- 
porary economic theory one agrees or disagrees, and 
there is an end of the matter. With the present book, 
whether one agrees or disagrees the matter does not 
end. It is therefore safe to say that a generation hence 
this work will find its place in the list of writings with 
which all adepts in economic theory are expected to be 
familiar. And it is also safe to say that it will be sub- 
jected to the same merciless exposure of inner incon- 
sistencies by which authority has been stripped from 
the great writers of the classical period. The present 
paper is offered as an early contribution to this antici- 
pated literature of exposure. 
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II 


The title of Professor Davenport’s book, the Econom- 
ics of Enterprise, is intended to express succinctly the 
author’s conception of the problem. ‘ Enterprise ” 
signifies, not a definite part of the economic life of the 
present, but essentially the whole of the current system. 
The justification for such an extension of the meaning 
of enterprise is to be found, if at all, in the dominant 
position of the entrepreneur in modern economic life. 
Entrepreneurship in Davenport’s sense is a very broad 
term; it covers the activities of “ the independent, 
unemployed manager; the one who carries the risks 
and claims the gains of the enterprise ” (p. 67). Every 
person who buys goods or services for the purposes of 
production or sale, or who employs his own goods or 
physical powers in production for sale, or even for his 
own consumption, is thus an entrepreneur. Wherein, 
then, does the economics of enterprise differ from plain 
economics ? Evidently in that the former does not 
concern itself with economic life in times or places in 
which production for sale is unknown, or at least 
exceptional. In so far the substitution of ‘‘ economics 
of enterprise” for ‘“‘ economics” is merely a formal 
gain. Classical and neo-classical economists have 
made few incursions into primitive life; and there is 
little ground for supposing that ‘such incursions will be 
more numerous in the future. There was no pressing 
need for Davenport’s flaming sword to keep us out of so 
laborious an Eden. 

In one further respect the choice of title serves to 
restrict the field of economic analysis. Any realities 
that lie behind the phenomena of exchange value are 
unknowable to the entrepreneur and hence to the eco- 
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nomics of enterprise. The calculations of the entre- 
preneur can at best take such realities for granted. An 
excellent example of these irrational realities is the 
standard of living. A favorite mode of disposing of 
the standard of living is to treat it as a force affecting 
the supply of labor, and hence affecting wages, or, ac- 
cording to the more recent formula, affecting produc- 
tivity immediately and wages ultimately. This is all 
that Davenport is able to make of the standard of liv- 
ing (cf. pp. 2, 450-452) and it is all that the majority of 
economic writers, including the reviewer himself, have 
ever made of it. And yet are we not aware of the fact 
that in most bargaining for labor there is a considerable 
margin between seller’s minimum and buyer’s maxi- 
mum, and that the course of the negotiations is likely 
to be affected by even the personal appearance of the 
worker ? In domestic service, for example, one appli- 
cant for a position carries herself like a duchess, and on 
first sight of her the employer’s maximum tends to rise. 
Another carries herself like an abject serf; unconsciously 
the employer shears a considerable fraction off the 
maximum. Is it not a plausible hypothesis that the 
collective stiffening of the necks of laborers which a 
rising standard implies must have an immediate effect 
upon the terms of distribution ? But even if we could 
be certain that the standard of living operates only 
through its effect upon supply of labor, we should not 
be absolved from the necessity of investigating the 
nature of the standard and the forces that cause it to 
rise or sink. 

Again, there are phenomena in the field of commodity 
values for which the economics of enterprise can offer 
only a formal solution that advances the inquiry prac- 
tically not at all. On Chesapeake Bay, thirty years 
ago, sturgeon’s roe sold at five cents a pound; today 
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the same material is sent to France, where it is properly 
sophisticated and artistically packed for its return to 
this country as caviar, worth, perhaps, ten dollars a 
pound. Of course every one knows that the rise in 
value, so far as it is not due to exhaustion of sources 
and to cost of preparation, must be ascribed to the 
extraordinary vogue of caviar as an article of fashionable 
consumption. The chief part of a scientific explanation 
of the rise in price of sturgeon’s roe consists obviously 
in setting forth the origin of the vogue of caviar, the 
circumstances in which it developed, the limitations 
under which it now stands. We may, of course, trans- 
late the problem into terms of an equilibrium of demand 
and supply, or into the more seductive terms of a 
balancing of utility and cost, but such translation sheds 
not the least light upon the real problem of the rise in 
price of caviar. 
In limiting himself to the field of the economics of 
enterprise, Davenport thus excludes from his purview 
all the problems of value and distribution that are 
refractory to the supply and demand analysis, that 
persist in all their original perplexity despite their 
subjugation under supply and demand equations. 
In the work under review such problems are deliber- 
ately excluded, as in the classical system they were 
automatically excluded by the limitations of the method 
of analysis. Doubtless the classical economists believed 
that the problems excluded are of less practical impor- 
tance than the problems to which their method is appli- 
cable; and this, one suspects, is Davenport’s view. 
This question of relative importance, however, is one 
that is not easily settled. We have heard much in 
recent years, from Professor Veblen and his followers, 
of the futility of the “ taxonomic” treatment of eco- 
nomic problems. We have also heard much of the 
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other-worldly character of the ‘‘ genetic ’’ economics of 
the Veblen school. The controversy has, however, 
hardly passed beyond the stage of mutual recrimina- 
tion. Accordingly we may most safely content ourselves 
with the recognition that neither method appears to be 
adequate to the solution of all problems classed as 
economic by universal consent. 


III 


It has already been indicated that Davenport’s 
economics falls into the same category with the classical 
and the Austrian, as to both scope and method. In so 
far as it presents a variation upon the classical method, 
this consists in its faithful observance of a self-imposed 
rule that all economic phenomena must be viewed 
from the entrepreneur’s angle of vision. Hence a 
quite special emphasis upon price, rather than upon 
value; upon entrepreneur’s costs, rather than upon 
“ subjective ” or “ social” costs; upon capital as an ac- 
quisitive category rather than as a productive factor. 
Primary importance is everywhere assigned to pecuniary 
relations, while technological relations are relegated to 
a subordinate position. All this is, of course, in accord 
with the trend of orthodox economics. But orthodox 
economics never attained the degree of conscious con- 
centration upon its final purpose that has been achieved 
by Davenport. 

In classical and neo-classical economics, entrepre- 
neurship has figured chiefly as a pervasive reality which, 
once admitted in the premises, may then be dropped 
from the field of vision. In every labor contract, in 
every arrangement for the borrowing of capital or the 
purchase or sale of commodities, entrepreneurship has 
been assumed to be functioning. Yet in the more 
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logical systems, as for example, that of Professor Clark, 
the function of the entrepreneur, unlike those of the 
laborer and capitalist, may be exercised without reward, 
and would necessarily be exercised without reward in a 
state of perfect competition. It has been recognized 
that the choices of the entrepreneur set the whole 
productive mechanism in motion. But these choices, 
according to the usual view, are mere matter of calcula- 
tion, and involve no element of will or of feeling. An 
entrepreneur is offered, for one dollar, material that 
promises to be worth two dollars in the conduct of his 
enterprise. He chooses, indeed, to take it; but the 
choice is, in a sense, determined. The entrepreneur’s 
existence as an economic man depends upon his accept- 
ance of every opportunity to better himself, even in the 
least degree, by his choices. Accordingly, it is not to 
the choices themselves that orthodox economics looks 
for an explanation of price changes, but to the forces 
that determine the respective magnitudes of the items 
offered for choice. Davenport manifests a tendency 
to infuse a more substantial existence into the entre- 
preneur. In his earlier work, Value and Distribution, 
as well as in later writings, he has defended the doctrine 
that the margin of significance in price determination 
is not an “ instrument margin,” but an “‘ entrepreneur 
margin.” It is not the cost of wheat on marginal land, 
but the cost of wheat to the marginal entrepreneur 
that stands in the most intimate relation to price. We 
find a reminiscence of this doctrine on pages 80-81, 
where it is asserted that all margins are personal. As 
“‘marginality ” is here defined to be nothing but 
choice, the position is impregnable. No one supposes 
that land or instruments make choices for themselves. 
It is another question whether marginality so defined 
is a concept that can serve any useful purpose in eco- 
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nomic theory. It is to be noted that wherever Daven- 
port makes practical use of the concept of marginality, 
he passes beyond entrepreneur’s choices to the circum- 
stances determining them. If, on page 80, margins 
are declared to be personal, on page 82, where margins 
are used for purposes of explanation, they are not per- 
sonal margins at all, but good neo-classical land margins 
and instrument margins. Accordingly it still remains 
to be proved that the entrepreneur ought to be given a 
more active réle than that entrusted to him by orthodox 
theory. In spite of himself, Davenport leaves the 
entrepreneur without effective discretion. The eco- 
nomics of enterprise remains pure economics. 


IV 


When Austrian value analysis first came into vogue 
the loyal adherents of the classical school attacked it 
vigorously on the ground that an exaggerated potency 
in value determination was ascribed to margins. Every 
student can recall Professor Macvane’s declaration that 
value determines marginal utility, instead of being de- 
termined by it. A similar opinion, but extended to 
all margins, is voiced by Davenport: ‘‘ The margins 
are the points at which, and not by which, the price is 
fixed; all items of supply and all items of demand are, 
actually or potentially, equally causes in the adjust- 
ment”’ (p. 54). The same idea is expressed in its most 
general terms on page 95. “ The total situation is 
directive of each individual in it.” It finds concrete 
expression in the conundrum (p. 95): let one imagine 
himself jumping “ on a crowded raft and sinking with 
it; does he sink the others, or do they sink him?” 
Davenport’s own solution is evidently that the total 
situation sinks the raft, in spite of the fact that most 
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of the total situation floated very well until the irre-. 
sponsible marginal man dropped upon it. 

And yet there is obviously some justification for this 
attack upon marginal causation. The price of wheat 
may conceivably rise so high that women will glean the 
fields for ears, as in the days of Ruth. And will it be 
said that the high price of bread is fixed by the cost of 
gleaning ? Or will it be said that prices are fixed at the 
cost of gleaning ? Either proposition is harmless and 
futile. The true explanation of the high price will run 
in terms of over-crowded population or exhausted land, 
drouth or flood, war or pestilence. Or, as Davenport 
would say, in terms of the “ total situation.” 

It follows, then, that if margins have any significance 
in price determination, this significance must be derived 
from the facts of economic life, not from arbitrary pre- 
mises. Would a reduction in the price of wheat result 
in the abandonment of a few stony hill-tops that added 
merely a negligible increment to supply, or would it 
result in the withdrawal of a vast acreage from wheat 
cultivation, and thus force the price back to its old 
level, or near it ? If the latter, there is such a thing as 
effective marginality of land, land that will command 
its price, or wreak vengeance upon the price structure. 
Effective marginality is, of course, very far from a device 
adequate to the explanation of all persistence of price 
levels; but that it is an extremely important part of 
such explanation no one would deny. Davenport him- 
self makes very frequent use of the principle. Prices, 
he tells us (p. 70), ‘‘ are influenced by cost by virtue of 
the fact that there are always enough marginal men in 
any competitive production to bring about a reduction 
of the supply, if the relative advantages of the industry 
appear likely to suffer.” That is, whatever influence 
upon prices is exerted by cost of production is exerted 
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through marginality. In the light of this broad doc- 
trine, what are we to say of the principle that prices are 
fixed at the margin, not by the margin ? 

It is because of an unexpressed desire to rest his 
analysis upon effective margins that Davenport empha- 
sizes opportunity cost, rather than subjective and abso- 
lute cost. The last hour of work in a cotton mill may 
be so irksome as just to balance the wages earned in 
that hour. Here then is marginal labor. Cut wages, 
and possibly the workers will demand a reduction of 
the working day, solely for the purpose of escaping this 
unremunerative hour. The case, however, lacks verisi- 
militude. Not so with another hypothetical case. 
Let us say that many of the workers are earning barely 
enough to keep them from deserting to other employ- 
ments. Cut wages, and they desert. The last and 
most painful hour to all the workers may be called 
marginal labor, but it is practically devoid of potency 
for controlling wages or prices. The labor of men on 
the point of changing their employment may also be 
called marginal labor. This has an obvious potency 
for the control of prices and wages. 

The case is similar with utility margins. Tosay that 
price is determined by marginal utility, or that it meas- 
ures marginal utility, is of course meaningless. If by 
marginal utility is meant the least satisfaction that is 
actually derived from the consumption of a good, the 
proposition is untrue. A corporation magnate often 
gets less satisfaction out of a Carolina Perfecto than a 
coal heaver gets out of a Henry George. Let cigars 
rise, and it is the Henry George that is sacrificed, the 
greater utility, not the less. Davenport, to be sure, 
offers no such attack as the above on marginal utility 
as a determinant of price. According to his philosophy, 
we can know nothing of the satisfactions of either 
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corporation magnate or coal heaver. But the rest of 
us, realizing our common humanity, are sure we can 
know. 

But if marginal utilities in their absolute character 
are either unknowable or of no price-determining 
potency, the same is not true of relative marginal 
utilities, as Davenport calls them, or subjective values, 
as they are called by economists who refuse to identify 
value with ratio in exchange. The coal heaver may 
not be able to tell us how much satisfaction he derives 
from a Henry George, but he can tell us how much 
more satisfaction he derives from it than from a glass 
of milk. It is these relative utilities or values alone 
that count in making up the demand curve. Of these 
it may properly be said that some are marginal. And 
here again we have the distinction between a margin 
that is determined by price and a margin that may 
determine price. Let the price of bread rise, and some 
of us may merely tighten our belts and murmur. 
Others of us will eat potatoes or corn-meal porridge. 
Here are two margins, and it is a question, not of logic 
but of fact, which counts. There can be little doubt 
that it is the latter, or margin of substitution, that is 
chiefly significant in price determination. 

We have, then, two conceptions of marginality, one 
of which may be described as logical, the other as 
effective. Logical marginality may attach to any unit 
of supply or any unit of demand; effective marginality 
attaches to particular units, determinable by fact and 
circumstance. Recurring to Davenport’s analogy of 
the raft, the mathematician may safely indulge himself 
in curious speculation as to whether it is the last man 
who sinks the raft, or the first man, whose presence so 
burdens the raft that the last man will sink it. This is 
not the sort of speculation that men indulge in when in 
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the presence of an emergency. ‘The first man on the 
raft rejoices in its excess carrying capacity and is quite 
unconcerned about his own weight. He welcomes a 
second for his companionship, and a third. With ten 
on the raft an additional recruit is viewed with anxiety; 
with fifteen, the sixteenth man is regarded with hostil- 
ity; and as to the fatal seventeenth, if he is not shot or 
clubbed to death before he gets on board, it is because 
none of the others have weapons. And similarly, when 
we debate the restriction of immigration, we do not 
dissolve into philosophical inquiries as to whether it is 
the new increment to the population, or the population 
already here, or the total situation, that reduces wages. 
We strike at the effective margin, and thus defend our 
standard of life. 

It is not to be denied that the margin as a premise of 
formal logic may for certain theoretical purposes be 
more available than the effective margin. The formulae 
of mathematical economics do unquestionably illumi- 
nate the problems of price and these formulae can have 
nothing to do with effective margins. All that mathe- 
matical economics needs is intersecting curves; on this 
basis it can establish the equilibria that are its sole 
ends. Even here, be it noted, margins are by no means 
the fly on the wheel, buzzing “‘ what a dust I raise,’’ as 
Davenport would have us believe (p. 95). Total 
demand set against total price can give a determinate 
price only by virtue of the intersection of curves, or in 
other terms, by the establishment of margins. Say 
that in the theoretical horse market six buyers appear, 
each with a maximum of $200 that he will pay rather 
than fail of securing a horse; six sellers appear, each 
with a reserve price of $100. Total demand will evi- 
dently equal total supply, but what will the price be ? 
All that we can say is that it will be above $100 and 
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below $200. There cannot be even a mathematical 
solution of the problem of price without the assumption 
of a margin of greater significance than Davenport’s 
analysis establishes. 

Mathematical economics, as Professor Schumpeter 
showed clearly in his Wesen und Hauptinhalt der 
theoretischen Nationalékonomie, has nothing to say on 
questions of action. It is most successfully cultivated 
by those who have the most shadowy interest in practi- 
cal affairs. Davenport is not of this number; his sole 
object in writing of economic theory is to provide a 
more general basis for practical judgment than detailed 
study of concrete problems can afford. Hence his 
attitude toward the marginal concept of mathematical 
economics, which he introduces only for the purpose 
of displaying his aversion to it. Effective margins he 
employs persistently and successfully, without, how- 
ever, recognizing them explicitly as such or establishing 
satisfactorily his right to employ them, in view of his 
criticism of the general principle of marginality. 

Altho Davenport makes frequent use of the principle 
of effective marginality, his reluctance to recognize it 
has seriously handicapped him in his analysis of its 
consequences. The classical economists, and many of 
their present day disciples, have made much of the 
distinction between price-determined and price-deter- 
mining items of outlay, or incomes. Davenport rejects 
the distinction. The mathematical economist, dealing 
with margins only as logical premises, is justified in 
rejecting this distinction. The economist who employs 
the principle of effective margins, and seeks to establish 
a basis for practical action, is not so clearly justified in 
rejecting it. As it is by virtue of effective marginality 
that factors in production exert an active influence in 
price determination, it follows that factors not in a 
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position of marginality can exercise no active influence. 
The cranberry bog that can be used for nothing else 
cannot hold up the consumer of cranberries for its rent. 
If it yields a rent, this is because other circumstances 
fix a price which makes possible the payment of rent. 
It is sufficiently clear that no broad category of incomes, 
such as rents in general or interest or wages in general, 
is to be regarded as price determined or price determin- 
ing. Practically every class of incomes that can be 
named consists of a mass of price-determined income, 
protected, as it were, by a vanguard of price-determin- 
ing income. If the vanguard is weak, taxation or other 
encroaching forces may with a fair degree of impunity 
make inroads upon the mass of price-determined income. 
That Davenport draws practical conclusions from the 
principle of price-determined income, in spite of his 
repudiation of it, is indicated by his enthusiastic es- 
pousal of the policy of confiscating ground rent (p. 496). 


Vv 


“ The market value of any given thing is the exchange 
relation in which, quantitatively stated, it stands to 
some other one thing, quantitatively stated ” (p. 236). 
Thus does Davenport introduce his discussion of value, 
and with only a slip here and there, holds resolutely to 
this definition throughout. It is the familiar classical 
concept of value as a ratio, and the fact that it has 
satisfied the demands of so many keen thinkers, and 
has served as a basis for so vast a volume of fruitful 
analysis, will justify its continued use. 

There is, however, another concept of value, which 
has gained a considerable degree of currency in recent 
years. This is the quantitative concept of value, 
according to which value is a quality infused into an 
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object by men’s needs or purposes, measurable by its 
control over the action of the ordinary individual, or 
possibly over the action of society. To those who 
define value in relative terms, the fact that two objects 
exchange on even terms is final proof that at this partic- 
ular time and place the two values are equal. To 
those who define value in quantitative terms, the facts 
of a single exchange may signify nothing as to values. 
True, there is a tendency for exchange ratios to assimi- 
late themselves to values; but the assimilation is a 
process requiring time. It is obvious enough that we 
have in these competing value concepts another instance 
of the differences in method between the mathematical 
and the realistic economists. Our author chooses to 
enroll himself with the former school, exercising therein 
a liberty that it is indefeasibly his right to exercise. 

It is not, however, too much to say that Davenport 
transcends this sphere of personal rights when he asserts 
that value cannot be a quantity. Value as defined by 
himself cannot be, and this is about all his criticism of 
the quantitative concept amounts to (cf. pp. 242 et seq.). 
So far as he goes beyond this impregnable position, it 
is to dwell upon the difficulty of finding an unvarying 
measure. ‘‘ What does it mean to assert that a horse 
in America has less value than a horse in China” 
(p. 241)? It does mean something, and the proof of it 
is that in China a man who owns a horse is numbered 
among the lords of the earth, while a man who owns a 
horse in Missouri may be a negro farm hand. Was 
decent burial of greater value in ancient Greece than 
in modern Greece? To be sure it was, and the proof 
of it is that a man’s kin would give their lives to pre- 
serve his dead body from the birds and dogs, and be 
counted heroes for it. In modern Greece an Antigone 
would be shut up in a lunatic asylum. 
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But Davenport urges that weight can be measured 
only with reference to a heavy object; heat with refer- 
ence to an object that is hot. And the inference is 
that value can be measured only with reference to a 
valuable object. Now, values are ever changing; 
measurement is therefore uncertain. Let us remember, 
however, that the race— and the individual — first 
learned about weight through lifting objects, and 
became alive to heat through the burning of fingers; 
and there are still millions of persons who have no more 
scientific methods of determining weight and heat than 
immediate experience. The negro in Africa knows that 
a bag is heavy either by lifting it or by observing other 
men’s bending backs and trembling knees. All that 
can justly be said in criticism of the concept of value as 
quantity is that we have no more reliable measure of it 
than immediate experience or observation of the 
behavior of other persons. But certainly value may 
be conceived as a quantity in spite of this inconvenience 
of measurement, just as weight is weight in equatorial 
Africa, and bends backs and stiffens joints as effectively 
as if every African were an official sealer of weights and 
measures. 

Davenport’s refutation of the quantitative value 
concept consists, then, partly in a begging of the ques- 
tions at issue, partly in a substitution of the ratio cog- 
noscendi for the ratio essendi. These are, of course, well 
tried and highly valued weapons of economic contro- 
versy, and it would be unfair to Davenport to deny 
him the use of them. The real test of a concept is, 
after all, pragmatic. If the relative concept of value is 
adequate to all the purposes of economic analysis, this 
is all that is needed to cut the ground from under any 
competing concept. For of no other concept of value 
can it be said that it alone is adequate to all theoretical 
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needs. As Davenport has not attempted to establish 
the universal adequacy of his value concept, it is clearly 
no part of the reviewer’s duty to carry the inquiry into 
fields not falling within the boundaries of the system 
under review. It is, however, pertinent to inquire how 
far the concept meets the requirements of Davenport’s 
own system. 

Of the concepts bearing upon value and price, Daven- 
port explicitly admits (1) total utility; (2) marginal 
utility — “ desiredness”’ (p. 86); (3) cost, conceived 
essentially in terms of opportunity foregone, hence in 
utility terms; (4) value, equivalent to ratio in exchange; 
(5) price, a special form of value as above defined. 
There is further mention of the concept “ relative 
marginal utility” (p. 93) and a reluctant acceptance 
of the fact that it is only through “ relative marginal 
utility ” (subjective value) that either total utility: or 
marginal utility can have anything to do with price. 

That this concept of “ relative marginal utility ”’ is of 
more importance in Davenport’s system than his 
cursory mention of it would suggest is easily established. 
Price determination is a matter of equation of demand 
and supply, and this signifies graphically an intersection 
of the curves of demand price and supply price. Now, 
what are the elements that figure in these curves ? 
Marginal utilities ? Davenport would be the last to 
accept this view. Ratios of exchange? Except for 
one particular point in the curve, they are ratios at 
which exchange does not take place. 

It is open to the author to say that his curves of 
demand and supply are constructed upon a basis of 
relative marginal utilities, or relative desiredness. The 
only exception that can be taken to such a disposition 
of the matter is the cumbersomeness of the terms. 
What they cover is a quality, quantitatively measurable, 
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capable of expression in intelligible terms. This is the 
quality that is termed Werth or value by the theorists 
who treat value as a quantity. It is the assertion of 
these theorists that ratios of exchange cannot be 
explained without reference to it. This claim Daven- 
port appears to reject in principle, but concedes in 
practice. 

Why should we not confine the term value to ratio 
in exchange, and adopt the term “ relative marginal 
utility ” to describe the quantitative value concept, 
thus ending all the controversy that now makes warring 
schools of otherwise like-minded men? Value as ratio 
of exchange comes into existence only when exchanging 
actually takes place. I set out to buy a horse; the 
horse as yet has no value; at the instant of “ meeting 
of minds ” between the seller and me, the horse has a 
value of $200; but the next instant, it is again valueless. 
If at any time all men should become so well satisfied 
with the things they have that no exchanging could 
take place, all values would disappear. There are, as 
we know, economists who thus ride their value concept 
into the very jaws of annihilation. It is no great loss, 
in view of the fact that the concept has never been the 
private property of any language, and never will be. 

But a more serious objection is that such a terminol- 
ogy leads to the assumption that analysis has reached 
rock bottom when it is really resting upon quaking mud. 
Relative marginal utility— what can appear more 
solid than this? In reality, however, it is a substance 
partly of feeling, partly of judgment, containing ele- 
ments of individual purpose as well as elements of 
social influence. A buyer’s “ reservation price”? may 
have something to do with availability for personal 
consumption; it may have something to do with his 
observation of other men’s actions; it may reflect an 
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estimate of future current prices, or represent a remini- 
scence of past prices. To leave the concept of “ rela- 
tive marginal utility ”’ unanalyzed is to renounce the 
possibility of solving many important problems of 
economics. Notably, problems of money and crises. 

According to pure quantity theory, the medium of 
exchange is always adequate to effect exchanges that 
represent net gains in utility. According to experience, 
this is not true; monetary stringencies, both local and 
universal, occur. The theory which treats value as a 
quantity has no difficulty in explaining these strin- 
gencies: the value of money is a structure built up out 
of a mass of feelings and judgments resting upon the 
past and the future as well as upon the present. This 
structure may at any moment of time be out of harmony 
with the structure of goods values, similarly built up. 
From this point of view there is nothing astonishing in 
the fact, especially in evidence during post-panic depres- 
sions, that the holders of money place so high a value on 
it that they will not offer it for goods at the price neces- 
sary to command them, and that the holders of goods 
place so high a value upon them that they will not 
sacrifice them for the money price they will fetch. 
The theory of crises based upon value as a mere ratio 
and upon the corresponding explanation of price 
naturally leads to the inference that the phenomena of 
a depression must be fully registered in the low level of 
prices. This, however, every one knows is not true; 
the sluggish movement of commodities, rather than the 
decline in prices, is the striking fact. 

Now, it is interesting to observe that in his discussion 
of money and crises— an extraordinarily able and 
illuminating discussion — Davenport’s method is that 
of the realistic, value-as-quantity theory, not that of 
the mathematical, value-as-ratio theory. The whole 
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discussion runs in terms of processes requiring time, 
not in terms of timeless, mathematical equilibria. The 
quantity theory of money is valid at the end of the 
process, not at any point of time chosen at random. 

Even so moderate a view of the quantity theory has 
been severely criticised, and Davenport endeavors to 
give full weight to facts out of harmony with it. In 
one case he goes to the extreme of admitting facts that 
are purely imaginary. In an endeavor to show how 
newly mined gold affects the level of prices, he suggests 
that the influence is first felt in the price of gold used 
in the arts. The steps in his reasoning are as follows: 
At any given time the volume of bank currency is 
determined, not by the volume of reserves, but by the 
volume of acceptable paper offered for discount. Now, 
the new gold goes first to the mints and thence into the 
reserves. This does not increase the amount of accep- 
table paper; hence the volume of credit circulation 
remains unchanged, as, by hypothesis; does also the 
amount of specie in circulation. There can accordingly 
be no direct effect upon the level of prices. Reserves 
become plethoric, and “ the change in general prices is 
initiated in the non-monetary market for gold ”’ (p. 317). 

The argument would be entirely valid if the gold 
originated in the blue sky, not in mines operated by men 
eager to spend or invest the proceeds of their industry. 
As it is, when the gold goes into the bank reserves, the 
fact is recorded by the crediting of deposits — an addi- 
tion to pre-existing deposits — which are pretty certain 
to function as active purchasing power. And this 
functioning is prerequisite to any increase in the 
employment of gold in non-monetary uses, unless we 
are to assume that bankers are in the habit of carrying 
their plethoric gold reserves to the goldsmiths and 
trading them for rings and watch-cases. 
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VI 


The key to Davenport’s theory of distribution is his 
definition of capital. This is “a durable, objective 
source of valuable private income ”’ (p. 162). On first 
inspection this definition appears to exclude goods in 
process of manufacture and mercantile stocks, since 
these do not answer very well to the description of 
“durable sources.”” But Davenport’s conception of 
durability is broad enough to include persistence 
through any perceptible time. The definition is 
couched in these terms not for the purpose of excluding 
anything that has ever been included under capital, 
but for the purpose of extending the application of the 
term to the so-called acquisitive capital — spendthrift 
loans, monopoly privileges, vested blackmail — as well 
as to what economists have been accustomed to describe 
as productive capital. Labor is defined in correspond- 
ingly broad terms. The beggar on the street corner, we 
are repeatedly assured, is performing labor and his 
takings are wages. Productivity is defined as equiva- 
lent to proceeds. It is worth noting that so rigorous a 
definition is not adhered to throughout. On page 494 
we are told that much of the product of society reaches 
its final recipients through gift. This is meaningless 
if the beggar on the street corner produces his income. 

What is sufficiently clear is that if we desire to confine 
ourselves to a description of distribution as it is, we shall 
be forced to limit ourselves, as Davenport seeks to do, 
to the categories of rights and proceeds. The lender’s 
income is immediately dependent upon the loan con- 
tract, not upon the productivity of capital; the net 
income from mortgaged property is related to the 
“equity,” not to the physical property; wages are 
related to the wages contract, not to labor. On this 
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plane there is no room for a distinction between acquisi- 
tive and productive capital; between productive and 
unproductive labor. Distribution viewed in its imme- 
diacy presents many problems of great interest: eco- 
nomic problems concerning the nature and origin of the 
respective claims upon income; moral problems con- 
cerning their ethical justification. There are honest 
incomes from monopoly shares, and from slave-driving, 
man-killing colonial exploitations, just as there are 
crooked incomes from bread making and milk pasteuriz- 
ing. In fact, most, if not all, the moral economic prob- 
lems emerge upon this plane. 

It is self-evident that none of the methods of tradi- 
tional economics will serve the purposes of investigat- 
ing the economic and moral problems of distribution in 
its actuality. What we need here is a genetic method. 
But this method our author, in common with most 
theoretical economists, is either unable to use or con- 
sciously repudiates. If Davenport were not possessed 
of the courage to transcend the limits of his own written 
constitution whenever he pleases, we should have to 
record here a definition of distribution and nothing 
further. As it is, after a number of fratricidal attacks 
upon other economists for setting themselves the prob- 
lem of functional distribution, he sets himself the same 
problem and performs valuable service toward its 
solution. 

Functional distribution, as we all know, concerns 
itself not with the rights upon which private incomes are 
legally founded, but with the underlying forces that 
attach returns to specific services, of persons or of 
material goods. A functional return is inevitably 
bound up with certain classes of land; with artificial 
instruments of production; with certain forms of labor. 
To functional distribution it matters not in the least 
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whether these returns are enjoyed by demons or angels, 
by private persons or by the state. Functional dis- 
tribution concerns itself with the inevitableness of 
returns, not with the morality of incomes. Essentially 
it is ethically colorless. Except that the various classes 
of returns may exert varying dynamic influences upon 
the future welfare of society; on which ground we may 
rejoice in the progress of one class and regret that of 
another. Functional distribution, then, may throw 
light upon certain questions of social expediency, and 
hence may have a bearing upon morals in becoming, 
tho obviously none upon morals in being. 

The two doctrines of distribution have so much 
terminology in common that it is not surprising that 
few, if any, economists have been able to fence them 
off completely from each other. They have been per- 
mitted to mix, and their mixing has given rise to a whole 
breed of recalcitrant and infertile hybrids, incapable of 
being killed by overwork. Of such hybrids the doc- 
trine of the “ unearned increment” is an excellent 
example, the former element of the combination resting 
on the plane of personal distribution and its moral 
corollaries, the latter on the plane of functional distri- 
bution and its imagined corollaries of social expediency. 
Of such hybrids Davenport has a goodly number, as 
one might anticipate from his crossing of doctrines. 

In his treatment of functional distribution, Daven- 
port is essentially a productivity theorist. It is true 
that he denies that wages, interest, rent and ‘‘ necessary 
profits” are the only expenses of production; additional 
categories, such as the costs of insurance, taxes, adver- 
tising, must be added. There never has been any dis- 
position on the part of productivity theorists to deny 
the existence of such expenses. Some of them, as 
advertising expenses, may easily enough be reduced to 
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the traditional categories; others, such as taxes, have 
commonly been regarded as phenomena of secondary 
distribution, like gifts and bequests. It would probably 
be conducive to doctrinal clearness to treat some of 
these expenses as independent distributive categories. 
More fundamental is our author’s criticism of the tra- 
ditional categories on the ground that they embrace 
many elements that are not generically related. Func- 
tionally those productive elements that stand in a 
competitive relation to one another, instead of a com- 
plementary relation, properly constitute a single “ factor 
in production.” Now, unskilled labor does not normally 
compete with managerial labor, but is complementary 
to it; agricultural lands are complementary to factory 
sites; raw materials are complementary to machinery. 
All this may be granted, except perhaps that in the case 
of goods that are reproducible, complementarity gives 
way to competition in the disposition of replacement 
funds. A milking machine, we are told (p. 419), does 
not compete with a mowing machine; and this is 
obviously true. But both will wear out, and funds for 
replacement will compete for the greatest return. With 
this qualification, the proposal to constitute a legion of 
factors in production instead of three or four may be 
accepted as indicative of a method whereby the fruit- 
fulness of economic theory may be vastly increased. 

It is true that Davenport appears often to place him- 
self squarely in opposition to the productivity theorists; 
but the opposition is chiefly terminological. Produc- 
tivity, we are told, differs with different entrepreneurs 
(p. 148). This is, of course, true of “total produc- 
tivity,’ whatever that may mean, but it is hardly true 
of marginal productivity, if competition is doing its 
work. This is admitted on page 140, where it is said of 
the entrepreneur that “ paying as little as he must, com- 
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petition will ordinarily compel him to pay all that he 
can.” Davenport’s doctrine continually wavers; at 
one point he is misled by the deceptive analogy of the 
consumers’ surplus (p. 145); at another, by a confusion 
of the marginal entrepreneur with marginal entre- 
preneurship (p. 146); at still another point by the 
equivocal meaning of productivity. Since the pro- 
ductivity of any agent of production may vary according 
to differences in entrepreneurs (and, by the way, with 
all other differences in complementary agents) there 
can be no such thing as specific productivity, but only 
relative productivity (p. 153). Now, the reason for 
coining the term “ specific productivity ’’ was to escape 
the absolute connotation of the term ‘‘ productivity.” 
An examination of the conditions defining the term 
specific productivity, as used by Professor Clark, would 
show that it means precisely what Davenport means by 
relative productivity. 

In his explanation of interest Davenport offers power- 
ful support to the productivity cause. Essentially 
the value of reproducible capital is traced to an oppor- 
tunity cost basis. ‘‘ The creation of equipment requires 
the diversion of productive power away from the ser- 
vice of immediate consumption ” (p. 376). Some part 
of capital, then, has a foundation for its value that is 
independent of the value of its fruits. It thus becomes 
logically possible to assume that, with capital value 
given, the rate of interest may be found by reducing the 
value product of the capital to a percentage of the par- 
ent wealth. A follower of Professor Fisher would no 
doubt say that this interest theory rests chiefly upon 
the principle of inferiority of present to future in pro- 
vision for wants. One who follows through the author’s 
ingenious discussion of the loan fund, the conditions of 
its existence and its relation to capital values, cannot, 
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however, accept this as a true account of the doctrine. 
It is productivity theory at its best, defended with 
extraordinary ability. 
_ That this doctrine of the loan fund is fully worked 
out Davenport does not claim. With the charming 
frankness that usually characterizes original thinkers, 
he says, of an important part of the doctrine, “ It is 
merely offered by the way as the best that the present 
writer can at present accomplish ”’ (p. 350). We may 
venture to predict that when the doctrine has been 
more fully worked out, it will relate the long time 
investment fund more clearly to thrift, and will, for 
the most part, confine to short time investments the 
loan fund “ created ”’ by banking practice. It is true 
that banks may “ carry ”’ bonds for a time, just as they 
carry mercantile paper, through an increase in their 
deposits. Or they may invest part of their reserves in 
bonds, which amounts to the same thing. But the 
bank’s relation to the long time investment is usually 
little more than that of agent of placement. The great 
investment banks of France would hardly scatter 
branches throughout the communes, to gather up small 
économies for investment in Russian loans, if they could 
provide for the loans by mere creation of bank credits. 
However loan and investment funds may originate, 
the volume available at any given time has an imme- 
diate bearing upon the price at which new capital 
offerings will be taken. This every financier realizes, 
and in his calculations as to the advisability of a new 
flotation, he attempts to form an opinion as to the extent 
to which the investment fund has been depleted by 
previous flotations. These facts and the conclusions 
consequent upon them can, of course, be squeezed into 
the mold of the time-value interest theory. Not, 
however, without serious prejudice to their real nature. 
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VII 


In his final chapter Davenport draws together the 
threads of his argument and attempts to show the 
practical consequences deducible from it. Every man 
has a right to hang on his own Christmas tree gauds 
according to his own taste; but he cannot expect us 
to believe they grew there. The chapter begins with 
an enumeration of doctrines that in Davenport’s opin- 
ion converge to make one stupendous error: (1) the 
doctrine of unproductive labor; (2) the guidance of 
the Unseen Hand; (3) Natural Law. These he pro- 
poses to destroy. The first of them, being already 
dead, is disposed of in a preliminary paragraph by a 
logical refutation. Yet one would say that an econo- 
mist who defines wages so broadly as to cover the tak- 
ings of a beggar at the street corner or those of a collector 
for a philanthropy whose agents keep all they get, 
should attempt to revive the distinction between pro- 
ductive and unproductive labor. And indeed it ought 
to be revived. Time was when all men, the economists 
included, knew how to distinguish between the em- 
ployees in a man’s shops, who help him to make his 
income, and the flunkeys and parasites in his house 
who help him spend it; when no insuperable difficulty 
was encountered in distinguishing between the working 
cattle that help to produce a crib of corn and the colony 
of rats that the corn inevitably attracts. To the econo- 
mists of today they are all one. John Stuart Mill, 
through his attempt to found the distinction on the 
point of materiality and immateriality, put a spell 
upon us. We shall probably never see clearly again. 

The “ doctrine of the Unseen Hand ’”’ is, of course, 
the optimistic doctrine of the providential harmony of 
private and public interest. Many years ago Professor 
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Veblen stumbled across a passage in Adam Smith’s 
Theory of Moral Sentiments which he rightly judged 
to be of great controversial effectiveness. The passage 
runs as follows: ‘“‘ The produce of the soil maintains 
at all times nearly that number of inhabitants which it 
is capable of maintaining. The rich only select from 
the heap what is most precious and agreeable. They 
consume little more than the poor, and in spite of their 
natural selfishness and rapacity, tho they mean only 
their own conveniency, tho the sole end which they pro- 
pose from the labour of all the thousands whom they 
employ, be the gratification of their own vain and insati- 
able desires, they divide with the poor the produce of 
all their improvements. They are led by an invisible 
hand to make nearly the same distribution of the neces- 
saries of life, which would have been made, had the 
earth been divided into equal portions among all its 
inhabitants, and thus, without intending it, without 
knowing it, advance the interest of society, and afford 
means to the multiplication of the species ” (Part IV, 
Ch. I). 

A close examination of this passage and its context 
will show that it is a genial rendering of Mandeville’s 
cynical paradox, ‘‘ Private vices, public virtues,’”’ with 
a slight infusion of moral commonplaces from Horace. 
It is obviously from Adam Smith’s pre-economic 
period; in his maturer years he would not thus have 
glorified wasteful consumption. The “ invisible hand ” 
is the hand that limited the capacity of the rich man’s 
stomach. The expression is a mere figure of speech, 
with Adam Smith, just as “‘ providence” usually is. 
So much for the real significance of the “ invisible 
hand.” Professor Veblen, with his keen eye for con- 
troversial values, however, pronounced this phrase the 
key to all orthodox economics, classical and modern. 
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With this key you can unlock every door in the eco- 
nomic temple. What you will see is that economics 
exists for the purpose of “‘ justifying the works of God 
toman.” Duplicates of this key are in the possession 
of all Veblen’s disciples, and Davenport includes one of 
them among his Christmas tree ornaments. With it 
go other historical interpretations, of which one of the 
most curious is the statement that the Physiocratic 
school desired “ accumulation rather of population 
than of wealth ” (p. 507). Can it be that any one has 
forgotten what happened to the populationist Mirabeau 
when Quesnay fell upon him ? 

To describe all the decorations of this chapter would 
require too much space; let us confine ourselves to the 
solemn injunction to the economists to accept Daven- 
port’s definition of capital. ‘‘ Economists will do well 
forthwith to recognize that rights of patent and royalty 
are capital; that rights of tribute through franchise 
privileges are capital; that police permits to rob passers- 
by are capital; that legislative authority to rob impor- 
ters, both early and late, is capital; and that generally 
every basis of private acquisition is by that very fact 
capital” (p. 519). And suppose we fail to extend the 
meaning of capital to these limits, what disaster will 
befall us? We shall fail to recognize “ that some of the 
capital is iniquitous and disastrous for social welfare as 
other of the capital is beneficent” (p. 529). This 
amounts to saying that if we cortinue to draw a dis- 
tinction between productive and purely acquisitive 
capital, we shall be unable to see that the two are dif- 
ferent, and mix up their fates in our prayers. 

I have already indicated my estimate of the value of 
this book to the specialist in economic theory. When 
interest in theory revives sufficiently to make advanced 
courses in theory practicable in the colleges, it will © 
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serve as a text hard to surpass. Certainly it has not 
at present its peer for variety and fruitfulness of theoret- 
ical discussions. An announcement by the publisher 
suggests that it is intended also as an elementary text. 
As there are all varieties of needs to be met by text- 
book makers, this work may in some cases be suitable 
for such use. But it will be a brave instructor that 
will put so spiny an object into the college sophomore’s 
nosebag. 


Atvin 8S. JOHNSON. 


Cornett UNIVERSITY. 
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FIRE INSURANCE RATES AND STATE 
REGULATION 


SUMMARY 


I. Introductory; peculiarities as regards fire insurance rates in the 
United States, 447. — How the price of indemnity differs from ordinary 
prices, 448. — II. The theory of these rates, 450. — Classification no 
sure way of measuring hazard, 452. — Analysis of hazard into compo- 
nent parts, 453. — Influence of geographical area, 455.— III. Con- 
flagrations a disturbing factor in the United States, 457.— IV. State 
regulation of three kinds: (1) Valued policy laws, 458.— (2) Anti- 
coinsurance laws, 460. — (3) Anti-trust laws, 462. — Conclusion, 464. 


I 
INTRODUCTORY 


Rates in fire insurance, in common with rates for 
other services which vitally affect the public, are now 
the subject for much discussion and legislation in the 
United States. The determination of fair rates in fire 
insurance is peculiarly difficult in this country for the 
following reasons: first, on account of the complexity 
of the elements entering into the cost of the service; 
second, on account of the past and prospective presence 
of conflagrations; third, on account of the legal status 
of insurance in the United States. A few words of 
introduction will serve to make more clear these 
peculiarities. 

First, as regards rates and cost, two methods of 
determining fire insurance charges have been followed. 
In the early history of fire insurance, buildings were 
divided into the two classes of frame and brick, upon 
which a rate on the basis of past experience and per- 
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sonal judgment was determined. In the evolution of 
rate-making, distinctions came to be made between 
classes of buildings within these two general classes. 
Special agents, acting with local agents, made all the 
rates. Later, selected representatives from companies 
made the rates for all companies for a city. Little 
effort was made to analyze the factors entering into 
each risk. It was a method of applying personal judg- 
ment and interpreting past experience. Altho the result 
was in some cases satisfactory, yet the general disregard 
of the good and bad features in a particular risk did not 
sufficiently differentiate the particular risk from the 
fictitious average risk. Later came the second method, 
under which various systems of schedule rating were 
developed in which an analysis of the component 
elements in the risk is made. The application of these 
schedule systems is now very generally made by 
organizations independent of the insurance companies. 

Fire insurance is an indemnity for the whole or partial 
loss of property, but the cost of this indemnity cannot 
be determined with accuracy at the time the indemnity 
is sold. That is to say, if the cost of the service theory 
should be accepted as a proper basis for determining 
the charge, there is no assurance that the price charged 
will be equal to this cost, since so many variable factors 
affect the cost. 

Whatever the merchant sells has been bought in the 
open market, and his selling price is ordinarily deter- 
mined by adding the cost of freight, rent, clerk hire, 
fuel and light, together with such profit as he may regard 
as adequate. A manufacturer buys his raw material 
and by adding cost of labor, operating expenses, inter- 
est on his plant and his profit loading, he fixes the price 
at which he desires to sell his manufactured goods. A 
common carrier knows approximately what it costs to 
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transport passengers or merchandise by water or by 
rail. Whoever has anything to sell‘attempts to fix in 
advance the price of what he sells so that he may 
derive a profit. But the insurer sells neither merchan- 
dise nor labor; he sells promises to pay in the form of a 
contract of indemnity against loss caused by the hap- 
pening of an uncertain event. But when he sells his 
contract of insurance — or more properly speaking his 
bond of indemnity —he has no means of knowing 
whether he will be called upon to pay the stipulated 
indemnity in whole or in part. 

Supply and demand do not affect the price at which 
this indemnity is sold in the same manner in which 
supply and demand affect the price of commodities. 
The losses which occur after the price is determined are 
the final determinants in fixing this price, and these 
losses are beyond the control of the insurer. In certain 
cases, as in preferred risks upon which losses are very 
likely to be low, a condition of surplus of supply of 
insurance may exist. This condition may tend to 
establish inadequate rates. On the other hand it may 
happen that the supply of insurance for other classes 
of undesirable risks tends to be below the demand. 
The result is that the forces of demand and supply do 
not establish that equilibrium which produces fair 
prices for all classes of risks. 

In the second place, conflagrations introduce a very 
large disturbing factor in any assumed system of rates 
which seem at the time equitable. 

In the third place, insurance in the United States is a 
subject under the complete regulation of the states, 
having been declared neither commerce nor an instru- 
mentality of commerce by the United States Supreme 
Court. The significance of this fact for rates is that 
there is a strong tendency on the part of states to estab- 
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lish the state as the geographical unit for rate making 
purposes. This may seriously prevent the proper 
working of the law of average, especially in a country 
where conflagrations are yet common. 


II 
Tue TuHeorY oF Fire INsuRANCE RATES 


On the part of the public there is very little accurate 
knowledge as to the nature and purpose of fire insurance. 
The average person considers it in much the same light 
as he does any common subject of sale and purchase. 
He assumes that he may go into the market and pur- 
chase as much or as little as he chooses at so much per 
unit of measurement. He confuses it with life insurance, 
concerning which he has gained considerable knowledge 
during the last decade. He purchases as much life 
insurance as his saving power enables him. But fire 
insurance has no direct relation to saving, but is always 
a question of indemnity for property loss. The individ- 
ual demand cannot be measured in fire insurance by the 
ability and desire to purchase, but must be limited by 
the value of property possessed; whereas in life insur- 
ance full operation of effective individual demand may 
be permitted, except as it is limited by the physical 
condition of the applicant, or a maximum limit of 
insurance in a particular company. That is to say, an 
individual in normal health could purchase without 
injury to the business or to other people all the life 
insurance he desired; but the amount of fire insurance 
which he should be permitted to purchase is limited by 
the value of his property. 

The simplest statement of the theory of fire insurance 
rates is that the rate is a resultant of the property loss, 
the expense element, the maintenance of the reserve 
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required by the various state laws and a provision for a 
return on the capital invested. The interest rate is 
over considerable periods of time a relatively constant 
factor. It is the property loss element in the final cost 
which fluctuates. This property loss is for any one 
year an indeterminate and largely an independent 
variable. The burning rate is always in process of 
change, and the range of it on an annual basis is some- 
times very great. The fluctuation for a year in the 
total loss ratio may vary as much as 20%, and the loss 
ratio on particular kinds of property, or upon all classes 
of property in particular regions, may vary much more. 
Yet rates for the future — since fire insurance is a ser- 
vice sold for future delivery — must be determined. 
The only correct method is an analysis of the numerous 
hazards which make up the fire loss. Past experience 
must, therefore, play a large part in supplying a basis 
for this analysis. The true measurement of fire hazard 
is the placing of every risk in its proper relative position, 
and while this position of relativity may change from 
year to year, yet each factor contributing to the hazard 
should, so far as is possible, be in the proper relation to 
the tutal charge. 

It is a common doctrine in determining prices that 
each product should bear its total costs of production. 
Since insurance is an element in the total costs of pro- 
ducing a product, it is assumed by many that industries 
should be classified as the only mtthod of assessing this 
cost of insurance. There is also another aspect to 
classification, namely, that the class should be limited 
to the property in a particular state. Both these 
ideas contain elements of danger as well as impractica- 
bility. If the first idea means that a particular business, 
as for example drug stores, should be placed in one class, 
for purposes of determining the insurance charge, the 
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contention cannot be supported either on grounds of 
theory or practicability. It is true that classification 
has some value in arriving at insurance costs. Experi- 
ence of losses on classes of property may aid in deciding 
upon base rates to which the more completely analyzed 
elements in the risk may be added in arriving at the 
final rate. Then, too, certain kinds of property have 
not had a system of schedule rating worked out for 
them; nor is it important to apply a minutely analyzed 
system to those kinds of property, as, for example, 
dwelling houses, which have a large degree of uniformity. 
In such cases, rates based upon the general experience 
of such classes of property may when properly applied 
have no territorial, personal, or property discrimination 
in them. 

It can be accepted as true and desirable that each 
product should express in its selling price its total costs 
of production, but the insurance element entering into 
the price of the product can be determined in a more 
accurate manner than by mere classification. What is 
sought to be measured is the degree of likeness or the 
amount of sameness in the quantity of the hazard in the 
individual risks. Fire hazard is not as a totality 
inherent in the property itself. It is made up of inter- 
nal and external elements, as well as intangible factors. 
These may be enumerated: the character of the con- 
struction material; the character of the occupancy; the 
manner or use of the occupancy; the character of the 
surroundings, or the exposure; and, finally, the char- 
acter of the owner or occupier of the buildings. This 
last factor in the hazard is known as the moral hazard 
and manifestly is difficult to appraise in its true bearing 
on the fire rate. It follows, therefore, that all drug 
stores, or all wholesale dry goods establishments cannot 
be said to have a unit, unchangeable expression of their 
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hazard. A wooden drug store in an outlying district 
may have quite as low a hazard as a brick one in a con- 
gested district, or a hardware establishment may be 
equal in its hazard to some one dry goods establishment. 

If the hazard of two risks of a certain class, as for 
example drug stores, is approximately the same, this is 
a matter of accident. It is quite as possible that the 
difference in the amount of hazard of two such risks will 
be greater than the difference in hazard between one of 
these risks and a risk in an entirely different business. 
It is, therefore, the elements that go to make up the 
hazard which should be the starting point of analysis 
and not the class of risks themselves. Nor would such 
a method of procedure vitiate the economic principle 
that each product should bear its total costs of produc- 
tion. Indeed it will most readily and accurately deter- 
mine its true total costs. Nor is the least significant 
result of such a method of determining insurance costs 
that it will have a powerful effect in reducing the 
unnecessarily high losses by fire in the United States. 
-The total hazard thus determined of each risk is com- 
posed of numerous elements. Each factor in the build- 
ing contributes to the hazard or reduces it, and each 
property owner knows how to reduce his rate by 
improving the condition of his property. The method 
also establishes a time basis for classification. Public 
officials supervising insurance then have a basis upon 
which to decide the equity of rates among classes of 
property. Like hazards should bear like rates, but the 
similarity of hazards cannot be determined from the 
starting point of the particular business classified 
according to its product. 

Confusion often arises in this particular by an unwar- 
ranted assumption of similarity between fire and life 
insurance rates. The chief elements of the risk in life 
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insurance are found in the mortality rate and the invest- 
ment rate. The burning rate in fire insurance corre- 
sponds, so far as there is any correspondence, to the 
mortality rate in life insurance. There is, however, 
greater homogeneity among insured lives than among 
insured property. In life insurance, a selection of 
normal lives has been made by the medical examination, 
and while these lives lend themselves to certain classifi- 
cations upon the basis of sex and age, and while experi- 
ence of each insured group shows certain variations 
from the assured rate of mortality, yet this original 
selection of normal lives assures a large degree of 
homogeneity in the group. In fire insurance there are 
many kinds of property, differing not only as to con- 
struction but also as to the particular use made of it and 
the protection from fire about it. Heterogeneity, not 
homogeneity, is the characteristic of the fire insurance 
risk. 

The basic principle which is the foundation of equi- 
table rating between persons and fair rates to the public 
is then the analysis of a hazard into its component parts. 
There is thus established a standard for each part and a 
scale of charges and credits for any deviation from this 
standard. Under a developed system of schedule 
rating, a rate is made up of plus and minus elements, 
and a true basis of classification is thus supplied. It 
must be admitted that such a method of measurement 
is not absolutely complete. There is in the system of 
schedule rating a basis rate which is said to represent the 
unanalyzable elements in the hazard, or the residuum 
of hazard. But this is not a vital objection. The 

‘method is infinitely superior to a rough and ready one 
of assessing fire charges on the experience of past 
years or series of years, either by the officials of the 
company for the whole country, or by groups of 
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companies’ agents for a particular territory. It must 
also be recognized that the public could not and does 
not demand such nicety in the analysis of other total 
costs of products in order to justify the demanded 
price from the sellers of products and services. It is 
only recently that the demand has been made upon 
railways for a justification of their demanded price. 
These rating schedules are being continually improved 
and must commend themselves increasingly to the 
public and its insurance supervisors. 

Granting that such a theory of determining rates 
should be accepted, the problem is not yet solved, 
because it leaves out of consideration the geographical 
area upon which the experience should be based. In 
pure theory, an analysis of the fire hazard of a state or 
any other local political area would arrive at the exact 
cost of the fire protection; but it would not be insur- - 
ance. ‘True insurance is not only a calculation of a 
risk but a distribution of it. The area of distribution 
must be sufficiently wide to make the burden of cost 
upon each less than he would bear as an individual. 
The single risk, or even a limited number of risks made 
into a class, as might be true in a single state, is a risk 
with no insurance. 

Every purchaser of insurance should benefit from 
distribution, and the rarity of his risk or the size of it 
ought not to interfere with this privilege of a broad 
distribution. The rate for the p&articular individual 
may be ten times as great as the average rate for the 
country or even higher than the average rate for the 
class in which he is located; but his rate still is lower 
because he belongs to a group whose rates are based - 
upon a wide distribution. ; 

If a state should insist, as undoubtedly it has the 
legal power so to do, that rates should be based upon 
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the actual experience within the state, it must realize 

that this may mean very heavy burdens, and so long as 

conflagrations are prevalent, impossible burdens. It 

{ could not claim the exclusive state benefits of years of 

low rates within the State, and then when heavy losses 

occur, transfer its rates to a national basis. If, in a 

selfish manner, it refused to consider national losses in 

| making its state rates, it would have little ground in 

morals to expect assistance at the time of a heavy loss 

within the state, and even less good grounds to increase 

rates upon all property within the state after the heavy 

loss occurred. There is little reason to argue for a 

community of state interests in this respect as con- 

trasted with the community of national interest. It 

does not follow that a state which has by careful 

supervision over fire losses, good building codes, fire 

prevention devices, and other measures reduced the 

fire loss will be penalized by the carelessness of other 

communities. The system of analyzing the amount of 

fire hazard by its credit and debit items removes this 
| objection. 

The aggregate premium collected constitutes a fund 

| from which all losses and expenses must be paid, and a 

sum set aside each year to constitute the unearned 

premium reserve. This unearned premium is a sum 

held in trust by the company for its policy-holders. 

It represents that portion of the protection paid for, 

but not yet earned. After these sums are deducted 

{ from the aggregate premium, the remainder constitutes 

the “ underwriting profit.” This balance includes both 

interest and profit. Some years show an underwriting 

profit and some years a loss. During any one year, 

some companies show a larger profit than the average 

profit, and in some cases no profit at all for the year. 

No one year nor any one company affords a basis upon 
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which to reach a conclusion either as to profitableness 
of fire insurance, or as to the proper rates for the suc- 
ceeding year. For example, the underwriting profit 
for the past several decades in fire insurance has been 
negligible. Whether the expenses are too high, or 
whether the rates are insufficient, are entirely different 
questions. 


III 
CoNFLAGRATIONS 


Conflagrations, from which most European countries 
are free, are a very disturbing factor in making fire 
insurance rates in this country. The general absence 
of conflagrations in Europe as compared to the United 
States is due to the following causes: difference in the 
character of the construction material; difference in the 
building codes; difference in laws referring to the use of 
buildings and the occurrence of fires. 

Our strong individualism, as well as the economic 
interest involved, has made us unwilling to submit 
either to strict regulations governing the construction 
and use of buildings, or to the inquisitorial methods 
often followed in order to determine responsibility 
when a fire occurs in many European countries. We 
have believed it has been cheaper to build and burn, 
then build again, than to build substantially. If a 
tenant or occupier were brought before a magistrate to 
show cause why he should not be penalized for permit- 
ting a fire to occur in a building, the average citizen’s 
most cherished ideas of liberty and freedom would be 
violated. Yet a fire in any city is not a private matter. 
The public interest involved becomes more apparent 
with the growth of cities and the enormous losses result- 
ing from recurrent conflagrations. 
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No other factor suggests so strong an argument 
against the practicability of making rates upon the 
experience of a particular state, whatever may be the 
additional weakness of the plan on purely theoretical 
grounds. The frequent disposition of the uninformed 
to quote the practice of European cities in this respect 
proves nothing when applied to the United States. It 
is doubtless true that the officials of the companies have 
in the past distributed this conflagration loss by crude 
methods, but distributed it has been. It is very 
questionable if the states will be willing to provide for 
‘this conflagration loss, either if they make or closely 
supervise the rates. The citizens may readily admit the 
justice and necessity of distributing the loss after a 
conflagration occurs in their own state, but not a small 
portion of the late criticism against fire rates has arisen 
as a result of the distribution (in part) of the heavy 
losses due to the San Francisco and Baltimore fires. 


IV 
StaTe LEGISLATION 


There remain to be considered some of the important 
characteristics in the practice of rates as affected by 
state statutes. There are laws of three sorts in force 
in many of the states, which may be taken as an expres- 
sion of what rates should be in practice according to the 
legislators, as compared to what they should be in 
theory. These laws are the valued policy law, the 
anti-coinsurance law, and the anti-compact law. 

(1) The valued policy law is in brief that the value 
expressed in the policy shall be taken as the true basis 
of settlement. The company must pay the sum stated 
in the policy. This would seem upon first considera- 
tion to be quite proper, since in a contractural relation- 
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ship between two parties there should be no doubt 
concerning the principal thing to be delivered. But a 
fire insurance contract is a personal contract of indem- 
nity. The value of property is continually changing, 
and it is not always an easy matter for the insurance 
company to determine the original value of the property, 
to say nothing of its changing values. This would 
involve a very large expense for inspection. The insurer 
must expect the utmost good faith on the part of the 
insured in making the contract. Again, it is another 
fundamental characteristic of all insurance that the 
insured shall in no way gain or make a profit from the 
insurance contract. It therefore happens that in 
those states where such a law is in force an inducement 
is offered to over-value property and also an inducement 
to be careless in the use of the property. Evidence is 
not wanting that a number of cases of wilful destruction: 
occur every year and during the time of an industrial 
depression the number of such cases increases. 

The legislator and the public, in enacting valued 
policy laws, directed their attention solely to the condi- 
tions at the end of the contract, that is, when the fire 
occurred. ‘They desired to be assured that the loss in 
full would be paid, and doubtless the practice of some 
companies in evading payment for losses is largely 
responsible for these laws. Yet no honestly-managed 
company has any objections to paying the full indem- 
nity. The means used to correct ‘an injustice suffered 
by some property owners have not worked to the advan- 
tage either of the insured or insurer. If legislators had 
considered the conditions of the fire insurance contract 
as a whole, and not the conditions at the termination 
of it, they would have recognized that valued policy 
laws increased the cost of insurance in two ways. 
First, there is the added expense of appraising the 
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property in order to avoid over-insurance. This 
expense must be borne by policy holders. It must be 
remembered that but a small per cent of insured prop- 
erty is destroyed, and the additional appraisal expense 
is borne by all for the sake of the few whose property 
burns. Second, in the actual working of the law, 
appraisals are often not made carefully, and many 
property owners are able to secure insurance in excess 
of the value of the property. This means that the 
honest property holder who insures his property has an 
additional charge levied upon him by the dishonest 
property holder, who thus uses insurance as a source 
of gain and not as a means of indemnification. 

The insurance charge in this respect resembles a tax. 
If the rate of taxation is determined upon the true value 
or any specific percentage value of the property, it is 
essential for equity in payments that each shall return 
this value of the property. If any one person does not 
do so, the remainder will be compelled to bear so much 
more tax, since a certain sum of money must be raised. 
Similarly, if an individual collects $1000 more fire 
insurance than his true loss, this sum must come from 
the premiums of others. Fire insurance is not a com- 
modity, like wheat, which can be sold at a certain price 
per unit and which can be purchased in any quantity 
by any buycr without doing an injury to other buyers. 
No great public injury is suffered when an individual 
purchases ten bushels of wheat when he needed only 
five bushels. But the same individual cannot purchase 
$1000 worth of insurance when he needs only $500 
worth without doing an injury to all other purchasers 
of insurance. 

(2) Coinsurance is a method under which the prop- 
erty owner has his losses paid only in the proportion 
that the amount of the insurance he purchases bears 
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to the amount of the insurance which the company 
normally expects or requires him to buy. That is to 
say, he becomes a coinsurer for himself with the 
company. 

The anti-coinsurance law is, therefore, one which 
prohibits an insurance contract from containing a 
clause which makes the insured an insurer with the 
company in case his property is not insured to a certain 
per cent of its value. It is just as important that 
property be not under-insured as that it be not 
over-insured. To prohibit such a clause is to make 
impossible the measurement of fire hazard and the 
apportionment of it. There must be some one uniform 
ratio of insurance to value. It makes no very great 
difference what this ratio is. In practice it has become 
80 per cent. Some property, however, cannot be 
insured at 20 per cent of its value and other property 
at 80 per cent of its value, if the charge is to be 
equitably apportioned. 

The prevalence of such a law has worked great 
injustice to small property holders in favor of owners of 
large and diverse property. The owner of the shop, 
the store, or the farm is prompted by his own interest 
to insure his property for a sum near to its true value, 
since the loss of it means much tohim. But the owners 
of large and distributed manufacturing property, or 
large mercantile properties, and other properties which 
are frequently housed in fireproof and separated build- 
ings, and in cities with good water and fire department 
protection has no such inducement. The losses of the 
latter are likely to be only partial, and a small amount 
of insurance gives a large amount of protection. Insur- 
ance for 30 per cent of the value of the property may in 
the latter case protect as well as 80 per cent of the value 
of the property in the former case. It is desirable that 
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the owners should each insure to the same value, and 
in case a class of owners do not, they should become 
coinsurers with the insurer for the difference in value 
between the insured value and the stated basis, as for 
example, 80 per cent. There is no other one cause of so 
much discrimination as the practices encouraged by 
these anti-coinsurance laws. 

It must be understood that a coinsurance clause has 
no effect upon the amount due to the insured in the 
event of a loss, large or small, if the amount of insurance 
carried by him equals or exceeds the percentage of the 
whole value of the property insured which the coinsur- 
ance clause requires. The clause is of no effect when 
there is a complete loss, or when the damage equals or 
exceeds the percentage of the total value insured which 
is stipulated in the coinsurance clause. It is only when 
there is a partial loss which destroys a smaller percen- 
tage of the value of the property than that stated in the 
coinsurance clause. The importance of the clause is 
increased by the fact that the greater number of losses 
are partial losses. The relation of this anti-coinsurance 
law to the valued policy law is important. The 
practical operation of the former law is to encourage 
the under-insurance of property. In either case the 
cost of insurance is increased, and inequitable rates as 
regards different states and different individuals in the 
same state result. 

(3) The third set of laws which illustrate the dif- 
ference between insurance rates in theory and practice 
is the anti-compact laws. These laws are very common 
in the insurance legislation of the States. In brief 
they prohibit the companies from agreeing upon uni- 
form rates. They express the firm conviction on the 
part of many people that competition is always desir- 
able. It is assumed that any evidence of a uniformity 
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in charges for goods or service is proof of monopoly. 
It is not recognized that the companies have little 
control over the chief element in the cost of the service, 
that is, the burning rate. 

There are two other elements in the cost of the service 
besides the burning rate, viz., the expense element and 
the investment return. Over the expense element 
the company does have some control; but it has very 
little control over the element of investment. The 
interest rate is largely independent of the companies. 
Thus two of the three factors which finally determine 
the rate of charge are largely independent of particular 
company influence. Nevertheless, competition has 
sought to be enforced by prohibiting companies from 
acting jointly in the measurement of fire hazard, and 
agreeing upon a common basis of rates. Reckless 
operation has thus been encouraged on the part of- 
some companies. Rate wars have occurred. Large 
fluctuations in rates have been common. Doubtless 
many individuals have benefited at these times of rate 
wars by securing a lower rate. But the practise has also 
made possible discrimination between the large prop- 
erty holder who could bargain more successfully, thus 
defeating the assumed purpose of anti-trust laws. Not 
least, such laws have failed to reduce the fire loss. 

Notwithstanding the numerous laws which have been 
enacted in different states to prevent monopoly, the 
evidence against the existence of monopoly in fire 
insurance is undoubted. The late realization of the 
potential danger of monopoly, due to disclosures of 
evils experienced, has made the public super-sensitive 
and lacking in discrimination as to evidence of monop- 
oly. Some states have enacted anti-trust laws under 
which insurance companies could be prosecuted for the 
most trivial agreement in regard to methods of con- 
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ducting the business. Missouri passed a law which 
stated that the use by two companies of the same 
schedule of rates should constitute a violation of the 
anti-trust law, notwithstanding that these schedules 
were made by an independent organization not engaged 
in the insurance business. The companies generally 
prepared to withdraw from the state, when they were 
informed that this agreement to withdraw was also a 
violation of the anti-trust law. It was finally agreed 
that the law should not be enforced, pending an investi- 
gation of the whole subject of fire insurance by a special 
commission. 

In those states and countries where no anti-compact 
laws are in force, there is no real evidence of monopoly. 
New companies are organized. ‘There is at present the 
greatest need to compel companies to agree upon rates 
and to enforce an adherence to such rates, derived from 
past experience and a proper analysis of fire hazard. 
Nor would such an enforced agreement mean that the 
fire charge would be stationary, nor that approval 
would be given to a stated expense element in the final 
charge. Each company would have an inducement to 
practise economy in expense, and to increase its effi- 
ciency in whatever manner this was possible. The 
price of the service under such conditions would be a 
reflection of the most efficient producing unit. 

The state might, theoretically, make just as scientific 
rates as is now done by private organizations and the 
companies, but those who argue for the assumption of 
such a function by the state should be able to answer 
clearly two questions: First, what are the grounds for 
the state’s thus invading the field of private business ? 
What is the nature of the public injury threatened 
which under our theory of government would justify 
this extension of its functions? Second, what assur- 
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ance can be given that under such a system due con- 
sideration will be given to that wider basis of rating 
which is necessary to secure fair rates for all? Would 
not state interest demand that undue consideration be 
given fire losses in the particular state ? 

Further, since insurance is so completely a subject for 
state regulation, it may be asked what can be gained 
by a system of state rating which could not equally 
as well be secured by a proper supervision of rating. 


Summing up, we may say that the public is pri- 
marily interested in the fire insurance contract in order 
to assure the buyer of insurance that the seller is able 
to fulfill his part of the contract. This interest is 
peculiarly justified by the fact that the buyer has no 
satisfactory means of determining the solvency of the 
insurance company. The thing sold, that is, indemnity, 
has no tangible expression by which the buyer can 
judge its quality. This fact is also the basis for the 
present agitation for the enactment of laws which will 
give to a public official the power to supervise the 
organization of companies, the sale of their stock, and 
their liquidation in case of insolvency. The state may 
also properly supervise rates in order to secure equitable 
charges for all purchasers of insurance. The working 
of competition will probably prevent excessive returns 
for the service rendered as a whole, but it cannot pre- 
vent discrimination between individuals and classes of 
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RENT UNDER THE ASSUMPTION OF 
EXHAUSTIBILITY 


SUMMARY 


The abstract character of the conception of land as the basis of rent, 
466. — Modification of the rent theory according to the possibility of 
preventing exhaustion, 469. — Effect of the assumption of exhaustion 
upon the economic intensity of utilization, 471. — Influence of the rate 
of interest on intensity of utilization, 474. — Influence of prices on 
intensity of utilization, 477. — Determination of the extensive margin, 
480. — The so-called royalty from mines forms a part of economic rent; 
Ricardo’s discussion, 481.— Relation of royalties and rents to prices, 
485. — Incidence of taxation under the modified assumptions, 486. — 
Conclusion, 488. 


In the infancy of economic science rent was distin- 
guished from other forms of income as the periodic 
return from the use of land. And because land itself 
was regarded as one of the great agents in production, 
the existence of a peculiar type of income attributable 
to it appeared particularly suitable. 

This complete correlation between rent as an income 
and land as its source was not destined to continue. 
In the England of the classical school rent was usually 
a form of income which seemed to leave the basis of 
income unimpaired. Year after year the landowner 
might receive a substantial return without decreasing 
the capital value of his investment. It is not strange 
that the imperishability of the basis of rent came to be 
considered an essential characteristic of rent as a form 
of income. It became necessary, therefore, to define 
anew the basis of rent so that it might conform to this 
preconceived essential characteristic of rent itself. 
Accordingly Ricardo modified the economic concept of 
land as the source of a rent payment, and introduced the 
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assumption that rent is a payment for “ the original and 
indestructible qualities of the soil.” Later writers have 
interpreted Ricardo’s criterion of land more rigorously 
than did Ricardo; and after passing through a process 
of gradual refinement, the Ricardian assumption has 
been reduced to its extreme form in Professor Commons’ 
conclusion that the property of extension is the essential 
quality which distinguishes land from other kinds of 
goods and constitutes the basis of rent.! Thus the 
concept of land as the basis of rent has been gradually 
reduced to an abstraction. 

A practical man might well ask why it is necessary to 
develop an elaborate and peculiar doctrine to explain 
the value of the services of natural agents when by very 
assumption a large part of natural agents are excluded 
from the scope of the explanation. Why must rent be 
a payment for an original and indestructible property 
in order to be rent ? The question is a part of the long 
continued dispute as to the desirability of distinguishing 
land from capital, and rent from other forms of income. 
It is not necessary, however, in this connection, to 
wander so far afield. This question may be disregarded 
if it can be shown that indestructibility is not a charac- 
teristic which separates rent from other forms of income. 
The ground will then be clear for a reconsideration of 
the rent theory under the assumption of exhaustibility. 

In one sense there is no basis of rent which is im- 
perishable. For there is no conceivable basis which 
might not lose its utility, and therefore, its ability to 
yield a rent. A change in social demand may cause 
even the property of extension to lose the ability to 
yield a rent. However, it may be alleged with justice 
that the word indestructible has been employed by 


1 Professor Marshall seems inclined to a similar view, altho he has not come out 
unreservedly in its favor. Principles of Economics, 5th ed., bk. iv, chap. ii, seo. i. - 
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Ricardo and his followers in quite another sense: in 
the sense that the use for which rent is paid does not 
cause the impairment of the basis of rent. In this 
sense the basis of rent may be indestructible. The 
clearest illustration is urban land. In the case of agri- 
cultural land also it is frequently possible to isolate the 
income attributable to the indestructible properties. 
When the elements which are exhausted are economi- 
cally replaceable, the expense of replacement determines 
the value of the exhausted elements; and the remainder 
of the total surplus may be considered the rent of the 
inexhaustible properties. In many cases, however, it 
is not possible to isolate the returns assignable to the 
indestructible properties. In the case of mines, for in- 
tance, it is impossible to separate the value of the 
exhausted properties from the value of the inexhaustible 
properties. It is easy to determine how much the 
capital value of a coal mine is reduced by the process 
of use. But this capital value is nothing more than 
the present value of the surplus income from the mine 
during a period of time, — that is, the present value of 
the total rent which it will yield, — and this rent con- 
sists of two indistinguishable elements: the return for 
the coal used up and the return for the site value of 
that coal. A similar impossibility exists in the use of 
agricultural land when it is more profitable to exploit 
the soil than to conserve it: for instance, under frontier 
conditions. 

It seems clear, then, that under the Ricardian assump- 
tion rent may be referred to a small part only of the 
total category of natural objects. Moreover it is fre- 
quently impossible to distinguish rent from the income 
of the destructible elements. These facts appear to 
justify an attempt to alter the Ricardian statement of 
rent in such a way as to avoid the necessity of assum- 
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ing that rent is paid only for the “ indestructible quali- 
ties of the soil.” 

Exhaustion consists either in a change of place or in 
a change of form. Coal may be removed from a mine 
and continue undestroyed. In this case the exhaustion 
is merely relative to a given locality. So far as the 
theory of rent is concerned, it is the exhaustion with 
reference to a particular locality that is of primary im- 
portance whether the valuable elements are absolutely 
consumed or merely removed to another location. 

This exhaustion with reference to location may be 
prevented by restoring other elements of the same kind 
in place of those removed in the process of utilization. 
Whether or not this is true depends to a large extent 
upon economic conditions. For instance, it is physi- 
cally possible to restore a forest, but such a restoration 
may not pay. It is even physically possible to restore 
mineral that has been removed from a mine, but it is 
hardly conceivable that it would ever be economical. 
Even in the case of agriculture, the experience of the 
world has abundantly proven that restoration is fre- 
quently unprofitable. In this sense exhaustion may 
be characteristic, under certain conditions, of nearly 
all natural objects. 

The relation of the assumption of exhaustion to the 
theory of rent largely depends upon the possibility of 
preventing exhaustion so far as a given locality is con- 
cerned. It is necessary, therefore, to consider several 
cases which may be presented schematically as follows: 

1. Prevention of exhaustion is economical. 
(a) May be effected without additional expense. 
(b) Requires additional expense. 

2. Prevention of exhaustion is not economical. 

When prevention requires no extra expense, the Ri- 
cardian theory is not invalidated by the assumption of 
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exhaustion. The entire return attributable to land is 
a surplus which accrues so long as the conditions of 
demand and supply remain unchanged. Exhaustion 
occurs; but the process of restoration is merely inci- 
dental to the process of most profitable utilization. 
Likewise, the assumption that exhaustion is preventable, 
provided it is profitable to incur an extra expense for 
that purpose, does not seriously impair the Ricardian 
theory of rent. The extra expense either may be con- 
sidered a part of the expense incident to the process 
of production or may be charged against the land and 
deducted from its net return. In both cases the rent, 
after all deductions are made, will be the same. The 
difference is merely one of accounting. 

In those cases where the prevention of exhaustion is 
. either impossible or unprofitable, a considerable read- 
justment of the rent doctrine is necessary if the assump- 
tion of inexhaustibility is to be avoided. 

Under the assumption of inexhaustibility land re- 
sembles labor in the sense that it perishes through 
non-use rather than through use. If it is capable of 
furnishing a valuable service year after year, the failure 
to utilize it in any year is the source of loss, just as labor 
suffers loss from unemployment. When, however, it 
is assumed that the benefits that may be derived from 
the natural object are exhaustible and non-replaceable, 
the point of view is altered. The owner of a valuable 
coal deposit, for instance, desires to derive the maximum 
benefit from the limited supply which he owns. If for 
any reason less benefit can be derived by immediate 
removal and sale of the coal than by waiting until some 
future time, it may be profitable to postpone utilization. 

The simplest condition that might produce this result 
is an expected alteration in the price of coal. If the 
price is rising and the prospect is that the rise will 
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continue, the owner of the mine will find it to his 
interest to take out but little coal in the present. This 
is true because the resources at his disposal are limited. 
Obviously this motive would not exist if the basis of 
income were perpetual. Likewise a lowering of the 
prices of those factors which enter into the expenses of 
production will make profitable a postponement of re- 
moval. On the other hand, a decrease of prices of the 
product or an increase of the prices of the factors of 
expense, in so far as such changes are continuous or 
anticipated, will create motives for rapid utilization. 
Outside of mere price change, however, the owner of 
the mine will be moved by still more fundamental con- 
siderations. One of these considerations is diminishing 
productivity.: According to the Ricardian theory of 
rent the landowner will find it to his interest to add 
units of labor and capital to a given surface of land up 
to the point where the last unit applied just equals the 
product which might be derived from its employment 
on marginal land. In familiar phraseology, labor and 
capital are added up to the intensive margin of culti- 
vation. According to the theory, such a ratio between 
the factors of production will yield the maximum rental 
to the landowner, under the given conditions. The 
exhaustibility of the natural resource, however, dictates 
a different course. The owner of the mine may well 
hesitate to proceed beyond the point of maximum aver- 
age returns per unit of expense.? At this rate of removal 
the average net return per ton of coal is a maximum, 
since the average expense of removal per ton is a mini- 


1 This phrase is used to designate the decrease in product which results from the 
increase in the expenditure for the other factors of production applied to a given 
surface of land. 

2 In a strict productivity theory of distribution it would be necéssary to continue 
the comparison of the units of labor and capital instead of substituting units of expense, 
since the latter assume the determination of the value of labor and capital. In the 
consideration of the policy of a single entrepreneur, however, it need not be seriously 
inaccurate to employ the more convenient and more easily illustrated idea of expense. 
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mum. The attempt to appropriate the coal more 
rapidly results in a diminishing product per unit of 
expense and, therefore, a diminishing average net return 
per ton of coal. Were the mine owner influenced by 
no other consideration, his interest would demand that 
no more coal be removed at any time than can be re- 
moved at a minimum average expense per ton. If he 
is willing to wait for the return from his coal, he can 
postpone for future removal all coal over and above 
that amount which can be removed at a minimum 
average expense per ton. 

The point may be illustrated by the accompanying 
table, which shows the results of removing various 
quantities of coal from a mine during a definite period 
of time — one year. It is assumed for convenience that 
each ton of coal is worth $1.00; so that the same 
figures represent both the quantity and the value of 


the product. 


TABLE I 
Variations in the Net Return in the Removal of Varying Quantities 
of Coal in a Given Period of Time 
Net return of 
Average | Increase | each additional 
remov: 

(tons) | (dollars) | tone | | | each add'l | net 
100 100 $120 | —$20 —$20 
200 200 100 00 00 ree i 
300 300 80 60 20 ets : 

400 400 50 200 50 aa es 
500 500 52 240 ota $60 $40 
600 600 55 270 70 30 
700 700 59 287 83 17 
800 800 64 288 99 1 
900 900 68 288 100 0 
1000 1000 73 270 

1100 1100 79 231 a 
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'The figures in the table show that the minimum 
average expense per ton is achieved by taking out 400 
tons of coal during the year. If more than this amount 
is removed, each ton will yield a smaller net return than 
if its removal is postponed until it may be effected at 
the minimum expense. Were the mine an inexhaust- 
ible basis of income, there would be no necessity for 
solicitude on account of the fact that each ton yields 
less than a possible maximum. The interest of the 
owner would dictate the extraction of eight hundred 
tons of coal. At this point the value of an additional 
one hundred tons just equals the expense of its removal. 

It is necessary to turn aside for a moment to con- 
sider certain confusions which are involved in the con- 
cepts of diminishing productivity and diminishing 
returns as applied to mines. 

Some writers have denied that a mine is subject to 
the law of diminishing productivity. Altho admitting 
that the extension of mining to other fields as well as 
to lower depths may be subject to diminishing return, 
Professor Marshall appears to deny the diminishing 
productivity which results from an attempt to accel- 
erate the process of extraction by an increased appli- 
cation of the other factors of production to a given 
surface. He compares a mine to a reservoir. ‘“ The 
more nearly a reservoir is exhausted,” he says, ‘“ the 
greater is the labor of pumping from it: but if one man 
could pump it out in ten days, ten men could pump 
it out in one day, and when empty, it would yield no 
more.”! It is not denied that the physical possibility 
suggested by Marshall may occur in some cases. The 
probability, however, of an indefinite acceleration of the 
rate of removal without incurring an increased expense 


1 Principles of Economics, bk. iv, chap. iii, section 7. J. 8. Mill expressed a similar 
opinion, but more guardedly, with respect to collieries and other such surface deposits, 
but not with respect to ordinary mines. Principles, bk. iii, chap. v, section 3. 
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per unit of result appears to be very unlikely in ordi- 
nary circumstances. Even in the case of surface de- 
posits, such as those of the Mesabi Range, the attempt 
to remove the entire surface supply in a very short 
period would entail a much larger investment in fixed 
capital than would be necessary over a longer period. 
In the case of mines where the sinking of shafts is neces- 
sary, an increase of the rate of utilization must often 
mean the sinking of an increased number of shafts and 
the provision of a more elaborate equipment than would 
be required for a lengthier period of extraction. It 
appears fairly safe to assume that, as a general rule to. 
which there may be certain exceptions, the law of 
diminishing productivity is applicable to mining as well 
as to agriculture. 

It must be clearly understood that the term diminish- 
ing productivity as employed above has been used in 
the sense in which Ricardo used it; that is, with regard 
to successive applications of labor and capital to a 
given surface of land. The conclusion that the owner 
of a mine may stop short of the point where the last 
unit of expenditure just equals its product constitutes 
an exception to the modern productivity theory only 
when the quantity of land is measured by surface. 
After the quantity of coal to be removed has been de- 
termined, the ordinary statement of the productivity 
theory is applicable. In the removal of that coal ex- 
penditures will be profitable so long as an additional 
outlay facilitates the process of removal to a sufficient 
extent to justify the expenditure. 

The influence of the rate of interest has thus far been 
disregarded. It is obvious, however, that the ten- 
dency for the owner of the mine to postpone for future 
removal all coal which would otherwise have to be 
removed at an increased average expense per ton is 
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counteracted by the fact that the present value of the 
return from future removal is lessened by the discount 
on the future. The net return from each ton removed 
in the present, even at an increased expense, may be 
greater than the present value of the same coal removed 
at minimum expense in the future. The basis of com- 
parison, of course, beyond the point of maximum aver- 
age net returns must be the net return from the removal 
of an additional quantity of coal (columns six and 
seven of table one), not the average net return. 


TABLE II 


Present Values of the Net Returns Derived from the Removal of Various 
Quantities of Coal at Different Future Periods with Interest at 
Ten Per Cent 


Preseni No. | Ist} 2d 3d 4th 6th 8th 
ae Tons | Yr. ear | Year | Year | Year | Year | Year | Year 


The maximum 


Table II illustrates the theoretical method of deter- 
mining the rate of utilization as a resultant of the two 
antagonistic factors: diminishing productivity and the 
discount on the returns from future removal (assumed 
to be ten per cent). If the total quantity of coal to be 
removed under the assumed conditions is only twelve 
hundred tons, there is no reason for the mine owner to 
remove more than four hundred tons a year; for the 
present value of the net return of the last four hundred 
tons removed in the third year is $41.66, whereas the 
removal of an additional one hundred tons in the first 
year will yield a net return of only forty dollars. If 


average net 400 45 |$41.66+ + 33 +1$31.25 41+ 
turn per 100to 
Net return of each|| 500 36.36 33.33 30.76 +| 28.57+| 26.66+/ 25.00 | 23.52+ 
additional 100] 600 $7.37 + 25.00 | 23.07+| 21.42+/ 20.00 | 18.75 | 17.64+ = 
tons........../ 700| 17) 1545+) 14.16+) 13.07+/ 12.14+/ 11.33+) 10.62+) 10.00 
800} 1) 90+ .76 71 66 62 58 + 
900 0 0 0 0 0 0 0 i 
= 
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the entire quantity of coal is 3,700 tons, the owner of 
the mine will find it desirable to remove six hundred 
tons in the present; for the sixth hundred tons could not 
be removed at any time in the future so as to yield a 
greater net return than thirty dollars. If postponed 
until the eighth year, the present value of the net re- 
turn is only $29.41. 

In the theory thus far presented, certain conditions 
have been left out of account for the sake of simplicity. 
In the first place, it is assumed, with Ricardo, that the 
landlord has the option of leasing the land to others or 
of using it himself. This assumes, of course, that 
the landlord will so adjust the contract in case of a 
lease that the mine will yield the maximum rent which 
might be derived from his own utilization. The limi- 
tations of this assumption need not be further con- 
sidered here. 

In the second place, the ideal rate of utilization illus- 
trated above implies operation on a large scale in the 
- first year, with a decline in the magnitude of operation 
in successive years. It will be necessary to employ a 
larger amount of fixed capital in the first year than in 
successive years. A part of this fixed capital provided 
for the larger scale of operation in the first year will be 
wasted. It will, therefore, pay for the entrepreneur 
to adjust his rate of removal so that the rate of utiliza- 
tion will be more nearly uniform. This rate will be 
somewhere between the two extremes represented by the 
maximum rate of utilization in the first year and the 
minimum utilization of the last year. A third modifi- 
cation is made necessary by the fact that in the above 
consideration of the economic rate of utilization sub- 
stantially constant returns were assumed. No allow- 
ance was made for the possibility that the removal of 
coal in the first year may change entirely the condi- 
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tions of removal in the second year. The removal of 
the 400 tons may have exposed coal which is not only 
of a better quality but also capable of being removed at 
less expense per ton than the coal removed. during the 
first year. On the other hand, the deposit made 
accessible by the removal of the 400 tons may be of 
an inferior quality and so situated that the average 
expense of removal per ton will be greater than for 
removal in the first year. This may be true because 
of greater depth or special difficulties encountered, such 
as water or gas or the thinness of the vein of coal. In 
short, mining is subject either to the law of increasing 
returns or to the law of diminishing returns or to both 
tendencies alternately according to conditions.! 

The assumption of decreasing returns would not affect 
the above conclusions. The owner of the mine would 
have no motive to accelerate the rate of removal of his 
coal simply to get access to the less profitable coal 
at lower depths. Under the assumption of increas- 
ing returns, however, a more rapid removal in the 
present might be justified by the fact that the larger 
net returns from the mine are in the future and are 
subject to the discount. With this modification the 
principles of utilization as above outlined will continue 
applicable. 

The influence of differences in the price of the product 
has thus far been disregarded. In an earlier part of 
this paper the effect of changing’ prices was discussed. 
The influence of higher or lower price levels must now 
be considered. 

It should be noted that, were there no discount on 
the future, a higher price level would not necessarily 
change the economic rate of utilization. It might still 


1 Ricardo believed the law of diminishing return is normally characteristic of mining. 
Principles of Political Economy, chap. iii. On the possibility of increasing returns, cf. 
Taussig, Principles of Economics, vol. ii, p. 95. 
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be economical to extract the coal at the point of maxi- 
mum average net returns per unit of coal, as determined 
by the physical conditions of appropriation and the 
expense of the other factors. 


| TABLE III 


Variations in the Net Return of Varying Quantities of Coal in a 
Given Period of Time (Price of Coal $2.00 Per Ton) 


| 
in expense 
+ Tg t 
of cou, of remov-| net 00 tons beyond 
removed jal per 100; return per 100 [beyond the point of ) 
| (tons) tons tons ¢ of | maximum av. 
maximum | 2¢t returns 
} av. net 
| 100 | $200 | $120 | ss0 | s30 | ... 
| 200 400 100 200 100 ne 
300 600 80 360 120 es 
400 800 50 600 150 
500 1000 52 740 148 60 140 = 
600 1200 55 870 145 71 130 
700 1400 59 987 141 83 117 ~ 
800 1600 64 1088 136 99 101 T 
900 1800 68 1188 132 100 100 
1000 2000 73 1270 127 118 82 ) P 
1100 2200 79 1331 121 139 61 | 
1200 2400 87 1356 113 175 25 
| 1300 | 2600 96 | 1352 104 204 |. -4 
1400 2800 106 1316 94 236 -36 


This point is illustrated in Table III, which is similar 
to Table I, except that the price of coal is doubled. The 
difference between the average net returns per hundred 
tons remains the same. The effect of the rise of price 
is merely to add one hundred dollars to the net return 
per hundred tons in every case no matter what the 
quantity removed. The point of maximum net returns 


is not changed. 
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Altho a higher level of prices does not necessarily 
compel a change in the rate of utilization when there is 
no discount on the future, such a discount will affect 
the relative merits of present and future removal, and, 
therefore, the rate of utilization. For under the higher 
prices the magnitude of the net return per hundred 
tons, both in present and in future, is increased by the 
same amount. Because of the increase in the amount 
of the net return the discount of the net return for a 
future use will result in a larger deduction in arriving 
at present value than before the rise of price. Conse- 
quently the future use will be relatively less desirable 
than its competing present use. 


TABLE IV 


Present Values of the Net Returns derived from the Removal of Various 
Quantities of Coal at Different Periods with Interest at Ten Per Cent- 


(Price of Coal $2.00 Per Ton) 
— 2d 3d 4th 5th 6th 7th 8th 
t Value of .| Year Year Year Year Year Year | Year 
The maximum : 
average net re- 136.36 +/$125.00 ($115.38 +/$107.14 +/$100.00 :|$93.75 + 
Present value of 140) 127.27 116.66 +| 107.69+{ 100.00 |: 93. 
net" return 118.18 4| 108.334 100.00 | 
from each ad 106.36 +|:"°97:50 83.57+| 78.00 | 73.12+| 68.82+ 
tional 100 tons 91.814) 84.16+) 77.69+, 72.14+! 67.33+| 63.12+) 59.41+ 
90.90+| 83.33+/ 76.92+/ 71.42+/ 66.66+) 62.50 | 58.82+ 
74.544] 68.33+, 63.07+, 58.57+| 5466+) 51.25 | 48.23+ 
61) 55.45+, 50.83+/ 46.92+) 43.52+/ 40.66+/ 38.12+/ 35.88+ 
22.72 20.83 +/ 19.23+, 17.85+| 16.66+) 15.62+) 14.70+ 


This point is illustrated in Table IV, in which all the 
conditions are the same as in Table II except that the 
price of the product is doubled. At the original price 
of one dollar per ton the difference in the net return of 
the fifth one hundred tons in the present, as compared 
with the present value of the net return per hundred 
tons when four hundred tons is removed one year from 
the present, amounts to $5.45 in favor of the latter. 
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When the price of coal is doubled, this difference dis- 
appears and the balance is.in favor of the fifth hundred 
tons removed in the present. For the net return in 
the latter case amounts to $140, while the present value 
of the net return per hundred tons derived from the 
removal of four hundred tons in the second year is 
only $136.36. If the mine owner has 3,700 tons of 
coal subject to the assumed conditions of Table IV, 
he will derive maximum returns from the entire quan- 
tity by adjusting his margin of utilization as indicated 
by the dotted line in Table IV, which shows a more 
rapid rate of removal than under the lower price. (See 
Table IT.) 

Altho the influence of an increase of price is in 
the same direction as under the Ricardian theory, the 
intensive margin cannot fall so far that the product 
and expense on the margin just coincide, as under the 
Ricardian theory. For, however long the period of 
utilization may be and however large the discount on 
the future may become, the net return from the removal 
of coal at the point of time most remote in the future 
can never be reduced to zero. Hence, in theory, the 
competition of this surplus over expense which is mar- 
ginal in time must always be great enough to prevent 
the coincidence of product and expense on the intensive 
margin of present utilization. 

If we turn from the consideration of the conditions 
which determine the intensive margin of utilization to 
those which determine the extensive margin, the altera- 
tion in assumption with regard to exhaustibility does 
not greatly change the Ricardian formula. It is likely 
that an extension of the margin will occur whenever 
such an extension is sufficient to repay the expense of 
removal. Altho there will be a surplus on the in- 
tensive margin, there will be no surplus on the extensive 
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margin. It has been suggested that while the exten- 
sive margin yields no rent, it may yield a royalty: that 
is, a return to cover the value of the mineral extracted.! 
It will be apparent from the above analysis that this 
cannot be true theoretically. The value of the coal is 
due to the fact that it yields a net return above the 
expense of extracting it: that is, the value is a result 
of the rent. In order that the coal in situ may have a 
value, the conditions of utilization must be such that 
the coal may be extracted and sold in the present at an 
expense sufficiently low to yield a surplus. For, 
except when the mine is subject to increasing returns 
as lower depths are reached, or unless prices are ex- 
pected to change, it is impossible that future uses may 
yield a surplus unless conditions are such as to yield 
a surplus in the present. Hence the coal in the mine 
on the margin which yields no rent, except in the cases 
above-noted, has no value which could be made the 
basis of a charge for depreciation. In the case of ex- 
haustible natural objects above the margin of utiliza- 
tion the Ricardian doctrine of rent is characterized by 
much confusion. Ricardo first sought to rule out all 
payments for minerals and timber from the category of 
rent. In the chapter ‘ On Rent ”’ he criticizes Adam 
Smith very severely for the assertion that the demand 
for timber and its consequent high price in the more 
southern countries of Europe, caused a rent to be paid 
for forests in Norway, which "could before afford no 

1 Notably, Professor Sorley in an article on mine royalties; published in the Journal 
of the Royal Statistical Society for March, 1889; Marshall, A., Principles of Economics, 
5th ed., p. 439, note; and Flux, A. W., Economic Principles, pp. 108-109. In his 
recently published Principles of Economics, Professor Taussig questions the assump- 
tion that marginal mines would bear a royalty charge even tho yielding no rent surplus. 
Professor Taussig does not attempt to prove his point. Professor Sorley bases his 
position upon the argument that a landowner of a mineral deposit which is marginal 
must have some inducement to compensate for the necessity of incurring the bad 


repute of his neighbors on account of the fact that a mine is an unpopular institution. 
This is a question of fact which need not be discussed here. 
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rent. ‘Is it not, however, evident,” says Ricardo, 
“that the person who paid what he thus calls rent, 
paid it in consideration of the valuable commodity 
which was then standing on the land, and that he actu- 
ally repaid himself with a profit, by the sale of the 
timber ? . . . in the case stated by Adam Smith, the 
compensation was paid for the liberty of removing and 
selling the timber, and not for the liberty of growing it. 
He speaks also of the rent of coal mines, and of stone 
quarries, to which the same observation applies — 
that the compensation given for the mine or quarry is 
paid for the value of the coal or stone which can be 
removed from them, and has no connection with the 
original and indestructible powers of the land.” ! 
Strangely enough, in the next chapter Ricardo de- 
velops a new doctrine. He appears to disregard 
entirely his previous positive denial that the return to 
mines or forests is to be classed as rent. His treatment 
of the subject is a mere extension of his previous dis- 
cussion of agricultural rent without modification. 
“Mines,” he says, “ as well as land, generally pay a 
rent to their owner, and this rent, as well as the rent 
of land, is the effect, and never the cause of the high 
value of their produce. ... The metal produced 
from the poorest mine that is worked must at least 
have an exchangeable value, not only sufficient to pro- 
cure all the clothes, food, and other necessaries con- 
sumed by those employed in working it, and bringing 
the produce to market, but also to afford the common 
and ordinary profits to him who advances the stock 
necessary to carry on the undertaking. The return 
for capital paying no rent would regulate the rent of 
all the other more productive mines. This mine is 
supposed to yield the usual profits of stock. All that 


1 Principles, chap. ii, section 24. 
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the other mines produce more than this will necessarily 
be paid to the owners for rent.’”’! Nowhere in his 
book does Ricardo make an attempt to explain the 
apparent contradiction. In fact, the law of mine rent 
as stated in chapter three is several times reasserted and 
illustrated, especially the point that the entire net 
return from a mine is rent.” 

Later writers have tried to harmonize the two stan 
onistic principles developed by Ricardo, by combining 
them. It has become customary to recognize that the 
return imputed to a mineral deposit consists of two 
parts: a rent and a royalty. This plausible doctrine 
has been maintained by so many writers that it is de- 
sirable to devote considerable attention to it. 

The essential fallacy of this explanation of mine rent 
lies in the fact that the so-called royalty is nothing 
more than a depreciation charge which results from 
capitalizing a terminable series of incomes. A little 
attention to B6hm-Bawerk’s illustration of the nature 
of the income from durable goods would have shown 
clearly that the current distinction between rent and 
royalty is not sound. Béhm-Bawerk has shown that 
when the succession of incomes is regarded as inter- 
minable, the present value of the most remote in time 
is nothing. The income in the present is all regarded 
as interest. When, however, the successive prospective 
incomes are terminable, the present income is divided 
into two parts: that is, from thé entire net income in 
the present is subtracted the present value of that por- 
tion of the income whose accrual is most remote in time. 
The remainder is interest; the subtrahend is a depre- 
ciation fund, or charge.* It is this depreciation fund 


! Principles, chap. iii, section 32. 

2 Notably in the discussion of the rent of woodland, chap. xii; in the chapter en- 
titled ‘* Taxes on Gold”; and in chap. xxiv. 

* The Positive Theory of Capital (Smart Translation), bk. vi, chaps. vii and viii. 
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which has been called a royalty. In short, the royalty 
is the product of the process of capitalization. The 
business man, unconcerned with socially valid distinc- 
tions between rent and interest but desirous of keeping 
intact his fund of capital, charges to depreciation the 
amount by which the total value of the mine or farm 
has been reduced by utilization.' 

To consider that the amount which is left in the pres- 
ent after the subtraction of the amount of depreciation 
is determined by the law of rent is to confuse the 
process of capitalization of a rent surplus with the 
conditions which determine rent itself. This amount 
which is regarded as the economic rent of the mine, as 
distinguished from the so-called royalty, is obviously a 
quantity which varies with every change in the rate of 
interest and with the degree of remoteness of exhausti- 
bility. The true rent, indeed, in the present is not 
simply this amount; rather it is the whole surplus as 
determined by the difference between the gross product 
in the present and the expenses of production? It 
may be said that there can be no objection to calling 
this depreciation fund a royalty. This is true. The 
objection lies in applying the term rent to the residuum 
after the subtraction of the so-called royalty from the 
total net return. For the actual amount of this so- 
called rent is not determined in amount by the condi- 
tions which give rise to a surplus over the expense of 
utilizing natural agents. It is determined mainly by 

4 Mr. J. A. Finlay, a New York mining expert employed by the State of Michigan 
to appraise the mines of the state for purposes of taxation, has recently used this method 


of capitalization in the valuation of Michigan mines. An account of the appraisal is 
published by Mr. Finlay in the Engineering and Mining Journal for September 9, 1911, 
p. 488. 


* In the article on mine royalties already referred to, Professor Sorley recognizes 
the identity of rent and royalty so far as mines above the margin are concerned. 
As already pointed out, he attempts to show the existence of the royalty in the case 
— Professor Sorley does not attempt to explain the nature of this 
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the process of capitalizing such a surplus. Only in- 
directly is the surplus responsible for the size of this 
pseudo-rent, as the whole may limit the size of its parts. 
Inasmuch as the removal of all coal in the present, 
beyond the point of maximum net returns per unit of 
coal, is subject to the competition of future uses; it 
might be considered that the value of all coal extracted 
beyond this point is subject to an opportunity cost 
measured by the present value of the net return which 
would be derived from the coal if extraction were post- 
poned until the future. Even this opportunity cost 
does not represent a value of coal in addition to the 
rent surplus; for the entire surplus in the present is 
none the less a real surplus merely because a smaller 
return in the future could be derived from the same 
coal by postponement of utilization. 

The relation of mine rents to price has naturally been 
the subject of much confusion. Generally speaking, 
modern writers who have given attention to this sub- 
ject have taken the position that royalties “‘ enter into 
price ”’ although the so-called rent of the mine does not. 
This position is maintained on the ground that the 
royalty is a capital fund which must be remunerated in 
order to induce the owner of the mine to employ it 
productively. 

It is now generally recognized that the old idea that 
rent does not “ enter into price’ does not imply that 
rent may not be a determinant’of relative prices. The 
question, then, of the relation of royalties and of rents 
amounts to this: are they forms of income which are 
disposable ? If they were partly or entirely taken by 
taxation, would the supply of land be decreased ? 

In this sense a royalty may “ enter into price ” under 
certain conditions, and under other conditions it may 
not enter into price; but in no case is its relation to 
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price attributable to the fact that the royalty is capital 
which must be replaced. The entire pseudo-rent and 
nearly all the royalty might be taken without causing 
the mine to fall below the margin of utilization. For, 
since the royalty itself is a part of the total surplus, 
the owner would be foolish to abandon his mine so long 
as any surplus is obtainable. What will happen is 
that the residuum of the old royalty will be recapitalized 
and divided into a new royalty, and a new rent. The 
actual amount of each will be determined by the condi- 
tions of capitalization. 

It does not follow, however, that a tax on the mine 
will in no way affect the supply of the product placed 
on the market in the present. Such a tax may disturb 
the relation between present and future. It has been 
shown that the tendency is for the rate of utilization 
to. be so adjusted that the present value of the marginal 
uses in present and in future are just in balance. Much, 
therefore, will depend on the manner in which the tax 
is applied. 

An annual tax on the value of the mine, provided the 
tax is expected to be permanent, will increase the ten- 
dency for the mine owner to remove the coal in the 
present rather than in the future. For, since the mine 
must pay the tax as long as it is operated, the tax may 
be evaded by increasing the rapidity of exhaustion. 
This will be true even if all of the so-called rent and a 
part of the royalty is taken by the tax. Far from pre- 
venting the mine from being utilized, it will actually 
increase the amount of coal placed on the market; 
and if demand is constant, will probably lower price. 

On the other hand a tax upon the annual surplus 
from the operation of the mine, even if it is so heavy 
as to take more than the pseudo-rent, will not create 
an inducement for the mine owner to alter the adjust- 
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ment of utilization between present and future. If 
the rate of extraction is already adjusted upon the most 
profitable basis, nothing will be gained by postponing 
until the future, coal that will yield a greater net re- 
turn in the present. For the tax can be avoided only 
to the extent that the surplus return is reduced, and 
the loss in surplus must always be greater than the 
saving in the tax. The effect of such a tax is to take 
a certain share of each dollar of surplus whenever it 
appears, whether in the present or future. The tax 
can only be evaded by losing that part of the dollar 
which remains. This is true on the assumption that 
the tax is regarded as permanent. Of course, in any 
case, if the tax is regarded as merely temporary, the 
tendency will be to transfer as much as possible of the 
process of production to the future. 

In the case of a tonnage tax consisting of a fixed 
amount per ton, the balance of motive between present 
and future will probably be affected in such a way as 
to encourage a slower rate of utilization, and the post- 
ponement of a greater amount of coal for future extrac- 
tion. If, previous to the levying of the tax, the marginal 
net return from coal to be extracted in the present is 
in equal balance with the present value of the marginal 
net return from future uses, the tax will reduce the 
net return of a given quantity of coal which is on the 
margin of utilization in the future less than it will 
reduce the net return in the present. This is true 
simply because the future tax is discounted. For in- 
stance, suppose that the marginal present use yields a 
net return per ton of one dollar while a competitive 
future use twenty years from the present will yield a 
net return of two dollars per ton, the present worth 
of which is one dollar (assuming a discount at five per 
cent). A tax of ten cents per ton will leave the net 
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returns of present and future ninety cents and one 
dollar ninety cents respectively. The present value 
of the future coal, however, is ninety-five cents instead 
of ninety cents, indicating the probability that a lower 
rate of utilization will be adopted. 

The consideration of the incidence of taxes on mines 
makes clear the fact that the royalty is not a necessary 
part of supply price. The entire rent and part of the 
royalty may be taken without affecting supply provided 
it is done in such a manner that the relation between 
the net returns from present and future production are 
not disturbed. 

It will now be apparent that of the two solutions 
which Ricardo applied to the problem, the idea that 
the rent of a mine or forest comprises the entire sur- 
plus above the expenses of production is the more 
nearly correct explanation. At the same time, Ricardo 
was not justified in extending his theory of rent to 
exhaustible natural agents without modification, espe- 
cially when the rent-bearer is exhaustible and non- 
restorable. For the location of the internal margin of 
utilization is determined by the competition of present 
and future uses rather than by the coincidence between 
product and expense. Consequently the rate of in- 
terest exercises an important influence in determining 
the location of the internal margin. On the other hand, 
the price level of the product has substantially the same 
influence upon the rate of utilization as under the Ricar- 
dian assumptions. Moreover, there is no alteration in 
the method of determining the extensive margin; altho, 
when the comparison is between surfaces, the intensive 
margin does not coincide with the extensive margin. 

These modifications do not necessarily nullify the 
conventional statement that rent is the difference 
between the product of a given amount of labor and 
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capital applied to good land in the most profitable way 
and the product of an equal amount of labor and capital 
applied to marginal land. It is only necessary to give a 
special interpretation, as above, to the phrase “ in the 
most profitable way.’’ However, the traditional division 
of the net return from exhaustible natural resources 
into a rent and a royalty is justified only as a method 
of capitalization. The real economic rent of such 
resources comprises the entire net return from the rent- 
bearer, including the so-called royalty. 


Lewis Crecit Gray. 


UntversiTy or SASKATCHEWAN. 
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HOME RULE IN TAXATION 


SUMMARY 


The problem stated, 490. — Equality in taxation, 492. — Relation 
to the general property tax as a state tax, 494.— Complete home 
rule with separation of sources, 495.— Home rule as a negative 
program, 499.— Tendency to excess in state expenditure, 502. — 
The case summarized, 503. 


I. Tue Prosiem Sratep 


Tue advisability of adopting so-called ‘‘ home rule ” 
in taxation cannot be definitely settled upon purely 
theoretical grounds. Unfortunately, there are few or 
no available data which may be used in supporting or 
condemning such a program. In discussing the prob- 
lem theoretical statements are generally resorted to, 
and we are forced to adopt in the main the theoretical 
method. Practical considerations, if available, how- 
ever, should receive careful attention when a new 
system of taxation or a change in the existing system is 
suggested. 

Home rule is generally understood to consist in grant- 
ing to cities, villages, and other minor units, local 
independence respecting properties to be taxed and to 
be exempted from taxation, assessment methods to be 
pursued, administrative devices to be followed, etc. 
The theory supporting this policy is that a locality is in 
a better position to choose its sources of revenue than is 
the state, and for much the same reasons that it is better 
able to determine the character and amount of its 
expenditures. The argument sounds reasonable and 


seems to accord with the movement toward home rule 
po 
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in charter legislation and in the matters akin to it. The 
analogy between local independence in expenditure and 
in revenue matters, however, is not complete, and should 
be employed with caution. 

It is a fundamental canon in taxation that all prop- 
erty of the same class should be taxed equally and 
uniformly. This does not mean, as has been so often 
held, that all property should be taxed at the same rate. 
In the very nature of the case such a view is untenable, 
since the income bearing capacity of properties fre- 
quently varies widely, and value for taxation is not 
always an accurate reflex of capitalized income. Like- 
wise, the ratios of assessed to true value for different 
properties are usually not uniform. Moreover, the 
primary causes of values, except for certain properties, 
such as lands for building sites, do not arise locally. 
What shall be taken as the unit for the adoption -of 
home rule is always an important consideration. Shall 
it be the county, the city, or the taxing district ? The 
reasons for choosing a given unit respecting one kind of 
property may not be applicable respecting other types of 
property. For instance, it is evident that foremost 
among the causes giving rise to building site values are 
the presence of valuable contiguous property, density 
of population, railroad facilities, industrial opportuni- 
ties, and the like. The same may be said for the value 
of buildings. These however, may be reproduced and 
their values, therefore, are largély determined by their 
costs. The appropriate home rule unit adopted for 
these properties, both for purposes of assessment and for 
distribution of revenue, may be the immediate locality; 
but for other forms of property the desirable unit may 
not be so easily determined. 

The primary causes of the value of real estate mort- 
gages, for instance, are not so clear. Complete isolation 
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of any district respecting the methods of taxing such 
properties is undesirable. It would hardly be main- 
tained that community A should adopt a different tax 
policy for mortgages from that followed by community 
B. Surely, the mortgagee residing in district A, who 
has invested his wealth in real estate mortgages in dis- 
trict B, should not be exempt from taxation in district 
A, and it is likewise clear that the mortgagor in district 
B, ought not to be taxed — altho he is in many states — 
on the full value of his mortgaged property. The 
mortgagee is obligated to the district in which he 
resides. His property, however, is nothing more than a 
claim upon tangible wealth located in another district, 
but this does not cancel his tax obligation at his place of 
residence. A system which prevents tax districts 
from coéperating in assessing properties, the ownership 
of which is divided, or which forbids the state or other 
superior units from taxing such properties, and upon 
which each unit may have valid revenue claims, cannot 
be supported. If home rule in taxation involves com- 
plete divorcement of the state and localities, or of one 
locality from another, it cannot be defended. 


2. EQuaLity IN TAXATION 


Taxable property, whatever the source of its value, 
whether arising primarily from local expenditures, from 
individual initiative and resourcefulness, or from city 
growth, should contribute to the support of govern- 
ment. The obligation is more than local. This is as 
true for properties located in different taxing districts 
as it is for properties within a single district, unless 
benefit is taken as the sole measure of justice in taxation 
and is held to terminate with the boundaries of the 
immediate taxing jurisdiction. Obligation to pay 
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corresponds to ability to pay, and is co-extensive with 
the state in its broader sense. The maintenance of 
equality in taxation makes impossible, theoretically or 
practically, a complete divorcement of the state from the 
locality, either with respect to sources and amounts of 
revenue or objects and amounts of expenditure. Even 
where separation of sources, both as respects assess- 
ment methods and distribution of revenue, is carried 
furthest, as in California, a readjustment of rates on 
state-wide properties is required at frequent intervals, 
not primarily for the purpose of increasing revenue, but 
of imposing on the different public utility corporations, 
singled out for state taxation, rates equal to each other 
and equal to those paid by properties contributing to 
localities alone. 

How equality of tax burden is to be maintained and 
at the same time home rule to be granted in an absolute 
and unconditional form is not clear. Partial home rule, 
applying to sources of revenue and methods of assess- 
ment, is possible, but not in a form which excludes the 
state and counties from levying taxes on such properties 
as seem expedient, either to make their revenues elastic 
or to insure uniformity of tax burdens between districts. 
Supervision of local assessments, even in cases where the 
state’s sources of revenue are entirely distinct, is neces- 
sary to provide for equality in taxation as between 
properties locally taxed and those paying to the state 
alone. This is more conspicuously true in the states 
using the ad valorem system of taxation for state pur- 
poses; but it is equally true in states adopting other 
forms of special property taxes, such as those on gross 
or net receipts. The assessing expedient is adopted 
primarily to insure equality. 
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3. RELATION TO GENERAL PROPERTY TAX AS A 
State Tax 


So long as a state gets its revenues from local sources 
in whole or in part, absolute home rule is impossible. 
Supervision of local assessments or wholly new assess- 
ments of local properties must be made for state pur- 
poses, and it is not clear what advantages would follow 
the discontinuation of central supervision even if it 
were possible. Where supervision is most complete, 
where coéperation between state and local assessing 
bodies is most highly developed, there assessments 
between counties are most nearly uniform, and property 
most completely listed. Where decentralization rules, 
where each local taxing agent is a law unto himself, 
inequalities as between districts are common and prop- 
erty is omitted from the roll. Uniformity and equality 
as between districts and within districts is desired in 
either case,— whether the state draws its revenues 
from local properties, or contents itself with taxing those 
which are state wide or are more than local in situs. 

Could absolute home rule prevail so long as a state 
depends upon local properties for its revenues in part, 
if the state tax were apportioned on some basis — local 
income or expenditure, for instance — other than 
assessed value of property ? Absolute divorcement of 
the superior and the inferior taxing jurisdiction, even 
under such circumstances, would not be possible, for the 
simple reason that supervision over accounting and 
reporting methods used by the localities would be neces- 
sary in order to check the accuracy of the reported 
incomes or expenditures. While there would not be the 
same ease of falsifying income or expenditure accounts 
as there would be of undervaluing property in order to 
escape state taxation, the motive for so doing would be 
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present, and the problems associated with the actual 
distribution be more difficult. Some of the problems 
which would require attention in order that uniformity 
among the local units might be realized are the follow- 
ing. (a) The methods of accounting used in determin- 
ing income or expenditure. (b) The determination 
of what is “income” and what is “ expenditure.” 
Shall income from all sources, from taxes, licenses, 
municipal earnings, from special assessments, sale of 
bonds, all be counted; or shall only some of them, and 
if so, which ones? Or, to look at the expenditure side: 
shall expenditure for current purposes, for capital out- 
lay, both for productive and unproductive purposes, 
for special assessments, all be included, or shall only 
some of them, and if so, which? (c) Many expendi- 
tures are made for objects which are local so far as 
situation is concerned, but the benefits of which are 
shared almost equally outside the immediate locality. 
Shall the full amount of such expenditure be counted, 
or only a portion? If the latter, upon what basis shall 
the distribution be made? Likewise, income made up 
from taxes, licenses, special assessments, privilege dues, 
may be paid locally, but does it all arise from local 
causes ? What method of distribution shall maintain 
if income be chosen as the basis upon which state 
expenses are to be borne by local units ? 


4. CompLtete Home RULE SEPARATION OF 
SourcEs 


Not only are these more or less practical difficulties 
encountered in a program of complete divorcement of 
state control over local taxation, but in the very nature 
of the case others are involved. To take only two of 
many considerations: the security for local indebted- 
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ness and the protection of local borrowing powers. 
Municipal debt has been contracted with the taxing 
power as the main security. Borrowing power is based 
upon the assessed value of property, generally the prop- 
erty assessed for state and local purposes — and this 
includes large amounts which would be reserved to the 
state in case of separation of sources. Local units must 
continue to assess this property for interest payments 
and for the extinction of the principal of the debt accu- 
mulated. Moreover, it is evident that the borrowing 
power of a given locality under separation would be 
based upon less property than would be the case were 
none of it withdrawn for state purposes. This might 
or might not result in a hardship in a given case. 
Present creditors must at least be protected, and this 
has been done in California where separation has been 
effected. 

Let us look for a moment at the solution of this prob- 
lem as it has been worked out in California. Local 
units are allowed to tax the property of withdrawn 
corporations to pay their due proportion of interest and 
principal on outstanding debt, but the amount of the 
taxes so levied is deducted from the taxes paid by these 
corporations to the state. Realize what this means if 
home rule is required. Local assessments of these 
corporations will still have to be made, unless the state 
makes an ad valorem assessment of their properties in 
every indebted county, city, town and district. This 
would have been almost an impossibility, since there 
were at the time the law went into effect, some twenty- 
five indebted counties, one hundred and forty-five 
indebted cities and incorporated towns, and not less 
than five hundred indebted districts. The compromise 
effected is to allow the localities to make the assess- 
ments, but, as a check upon over-valuation of the 
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corporate properties, the state board is given authority 
to revise them. Moreover, since the corporations 
taxed locally for such purposes do not pay the taxes 
locally — these being deducted from the amount paid 
to the state — there is no inducement for them to pro- 
test because of high local assessments, all of which 
make it more necessary that the state should con- 
stantly supervise them. 

This is the condition respecting municipal debt where 
separation covering both assessment and yield is 
adopted. Such an arrangement must endure for the 
protection of the present creditors. Further, this or 
some alternative arrangement must be provided in 
order that the credit of local units shall not suffer in the 
future. Some of the properties which formerly sup- 
ported credit, under separation of sources, are with- 
drawn from local tax jurisdictions and their borrowing 
power is reduced by the amount of their assessed value. 
Local debt in the United States, except in certain parts 
of New England, is by constitutional provision based 
upon the assessed value of property. It is not enough 
to maintain that the withdrawal is offset by the exemp- 
tion of local properties from state taxes, and that, 
therefore, no loss is occasioned. This may be true in 
reality, but it does not show itself in a form which com- 
pensates for a loss in assessed value. But, it is said, a 
solution of this difficulty is readily found in the possi- 
bility of increasing the assessed” value of the properties 
remaining and in reducing the tax rate. Such a manip- 
ulation is possible, but probably unwise, since it opens 
the door to excessive expenditure. This is not equiva- 
lent to saying that the present constitutional debt 
limits are so rigid as to prompt such procedure, but it 
does suggest the new and wholly different problems of 
the relations of the tax burdens assumed by the tax- 
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payers in the form of yearly recurrent payments (taxes) 
and the same in the form of a fixed and semi-permanent 
charge (debt). Moreover, it raises the question of the 
need, in such a contingency, of a tax limit as protection 
against excessive expenditure. 

This fact is patent: the personnel of the state’s tax- 
payers is essentially the same as that of the taxpayers 
in the localities, irrespective of the tax base, — a fact 
forgotten in the attempt to draw a line of demarcation 
according to the single criterion of immediate tax 
incidence. In the former case ‘“ bond refunds” are 
necessary to protect present creditors, while in the 
latter case there must be an offset to decreased valua- 
tion, occasioned by removal of properties formerly 
taxed locally so as to protect future credit, or a tax 
limit so as to protect present taxpayers against exploita- 
tion. 

Such is the case under separation cf sources. How 
would it be under home rule without this feature, but 
with state taxes apportioned upon some other basis 
than assessed values? To the degree that home rule is 
involved in separation respecting assessment and yield, 
the same considerations apply. If for any reason the 
home rule contemplated includes the total exclusion of 
the state in local tax matters, the case against it is only 
emphasized and our conclusions given added weight. 
If the home rule contemplated means only local inde- 
pendence respecting taxation and exemption, and does 
not at the same time prohibit the county or the state 
from levying taxes locally on whatsoever sources they 
deem expedient, the case is relieved in part, but our 
conclusions remain as before. The arguments against 
total divorcement are supported by this added considera- 
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5. Home Rute a NEGATIVE PROGRAM 


Home rule, if adopted, would permit of little more 
than the adoption of a negative program. Surrounded 
by certain restrictions, local units, particularly cities, 
might be allowed to exempt some properties from taxa- 
tion. They could hardly be extended the privilege of 
adding many new sources of revenue to their list. 
Outside of the field of intangible personalty, so difficult 
of assessment everywhere, few changes could be made 
on the side of exemption. It is doubtful if improve- 
ments generally could with propriety be wholly ex- 
empted, since it is not entirely clear what positive 
advantages would follow, except perhaps in the very 
largest cities and in the most congested districts. The 
arguments for exemption of improvements on residence 
sites would not apply with the same force to improve- 
ments on factory sites; neither would the arguments 
supporting exemption to improvement in the case of 
non-productive properties (a house owned by the 
occupant) be the same as for properties used for pro- 
ductive (manufacturing, mercantile, etc.) business. 
It is understood that under home rule each locality 
would follow its own preferences in such matters, but it 
is affirmed that policies suitable to one unit or to 
properties within that unit would not necessarily be 
suitable to other units or to other properties. Liberties 
unduly extended in this connection cannot but make for 
dissimilarity and, finally, for inequality in taxation. 
And it is to be constantly held in mind that the obliga- 
tion to support government does not terminate with 
immediate political boundary lines. Neither do all the 
forces which give rise to value function locally. Some 
of them show their influence particularly in restricted 
areas, but this fact ought not to exclude other and 
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superior jurisdictions from tapping the same sources of 
revenue, if public policy requires or financial needs 
dictate. The conclusion seems irresistible that undue 
decentralization leads to confusion and heterogeneity. 
This is the reverse of progress, clearly antagonistic to 
the trend of reform in tax matters. The value of tax 
commissions has been clearly demonstrated, and with 
the creation of each succeeding one, the degree of super- 
vision over the tax system has been extended. This has 
been done with the realization that the function of 
government is unitary, that political divisions are 
separated for administrative purposes only, and that 
neither the incidence of taxation nor of expenditure can 
be definitely known, and that taxation and expenditure 
cannot be placed upon a scientific and equitable basis 
until codrdination and systemization characterize the 
whole tax fabric. 

Few significant positive changes can be made follow- 
ing the adoption of home rule. Beyond the single 
advantage most often claimed for it, that of offering 
cities the opportunity of levying relatively heavier 
taxes on land than on improvements, other important 
changes would be difficult. The removal of the motive 
to under-valuation, in case of the adoption of separation 
or of apportionment on a basis of expenditure of income, 
is claimed as a positive gain; yet it is not clear that in 
reality the avoidance of a state tax may be cited as the 
main cause, nor as an important contributing cause, for 
under-valuation when only 11.6 per cent of the general 
property taxes in the United States were levied (in 
1907) for state purposes. If the burden of state taxes 
were removed and the motive to under-valuate, what- 
ever its force, were no longer present, it is purely utopian 
to expect local assessment to be made on a full cash 
basis. Even under the most advantageous conditions, 
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as in Wisconsin, where an efficient tax commission has 
been operating for a number of years in the assessment 
of corporate property on an ad valorem basis, and where 
the results of local and of state assessments have con- 
sequently been thrown into close relation each year, 
and where direct supervision, even to the extent of 
re-assessment of local properties has been provided for 
and employed, assessed values are not on a full cash 
basis. If supervision were removed it is patent that, 
even in the absence of a state tax on local properties, the 
degree of under-valuation would rapidly increase. 

But it is added there is no longer merit in full value 
assessment when state equalization is unnecessary. 
This assertion, tho often made, is far from tenable. 
Equality is possible only when full cash value is the 
basis of assessment. Such is the claim of all writers 
on tax topics and the universal judgment of tax assess- 
ors. ‘‘ Experience has shown that an equitable assess- 
ment cannot be made at a percentage of cash value.” 
Equalization is important whether it be by state or 
county; but it is to be remembered that no matter how 
efficient equalization may be, the real problem is in the 
distribution of the burden among the various taxpayers 
in each district. Equalization per se never gets any one 
on the tax roll. It is far from clear how the guaranty 
of universal assessment, even on real and tangible per- 
sonal property, is to follow as by magic, as soon as 
the bonds binding the state to the locality, either as 
respects common sources of revenue or of supervision 
by the larger jurisdiction, are severed. Expert tax 
opinion and statistics of assessments respecting dis- 
tricts where decentralization maintains do not support 
the contention that full value assessment is the rule. 
Home rule would not furnish the motive for such an 


assessment. 
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Whether state taxes are apportioned locally on the 
basis of assessed value, or on the basis of income or 
expenditure, central supervision is necessary. If the 
purpose of home rule is wholly to relieve the local unit 
of state supervision, and at the same time to permit the 
state to get its revenue in whole or in part from local 
sources, it cannot be supported, for such an arrangement 
is as undesirable as it is impossible. Even segregating 
the state’s sources does not allow of such total divorce- 
ment, since, by whatever method it chooses to tax its 
state-wide properties, it must, in order to tax them 
fairly with other property in the state, have some super- 
vision over taxation in local jurisdictions. If, on the 
other hand, home rule is designed for the purpose of 
allowing local units to tax and to exempt properties as 
they deem expedient, it may be wise to adopt it for 
certain districts, but only then with the understanding 
that the way is left open for the superior units, in which 
the lesser ones are included, to tax properties within 
their jurisdictions, either to secure additional revenue, 
or to insure equality of tax burden between the various 
types of properties in the state. But such limited 
adoption is generally precluded by the arguments of 
those who support unconditional home rule, and it is 
particularly these with whom we take issue. 


6. Tenpency To Excess 1n State EXPENDITURE 


The declaration that home rule tempts to excess in 
state expenditure is not capable of statistical demon- 
stration. Yet it is undoubtedly true that the ease with 
which taxes are imposed upon corporate property, 
especially when it is the accepted opinion that certain 
types of corporations are not paying their fair share of 
the cost of government, and particularly when corpora- 
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tions as such are looked upon as legitimate objects 
from which the public may extract the uttermost 
farthing, have tended in part to explain the enormous 
increase in public expenditure. Irrespective of the 
legitimacy or the illegitimacy of such expenditure in the 
past, it seems certain, since all taxes by whomsoever 
paid come out of the available net income, that due 
caution must be taken not to divert unnecessarily the 
attention of the local taxpayers from the objects and 
purposes of state expenditures. It is clear beyond 
measure of doubt, that with total divorcement close 
scrutiny of state expenditures would not be the rule. 


7. THe Case SUMMARIZED 


Recapitulating these considerations, it may be said 
that distinction should be made between absolute and 
partial home rule. The former is undesirable and 
impossible of general application; the advisability of 
the latter problematical. The appropriate political 
unit for the adoption of home rule is conditioned by the 
different properties assessed, and by the tax claims 
upon the owner of property, at his place of residence, 
and upon the property itself at its situs. For all prop- 
erty, the owners of which reside in different districts, 
codperation in assessment is imperative and distribution 
of revenue necessary. 

Taxation should constitute a system. The causes of 
property values are complex and over-lapping, the 
obligations to pay are not marked off by arbitrary 
political boundary lines, and the benefits from expendi- 
ture are not restricted to their local incidence. Neither 
the benefits from the activities of the state nor the 
causes of the values which give ability to pay can be 
blocked off into separate segments to be surrounded by 
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Chinese walls. Codrdination and codperation are 
always necessary to realize equality. 

So long as a State collects its revenues in whole or in 
part from the general property tax, complete divorce- 
ment is impossible. This is as true when the state 
burden is distributed on an income or expenditure basis, 
as it is when distributed on an equalized value basis. 
The actual amount of the income received or expendi- 
tures made and the content of the same must be known 
in order that equality may maintain between districts. 
Indeed, the force of many of the reasons for complete 
and thoro-going supervision would be increased under 
such conditions. Separating the sources of state and 
local revenue does not alter the necessity of taxation 
being asystem. The tax burden for supporting govern- 
ment —a unitary thing— should be borne equally 
whether separation exists or not. This question, it is 
shown, is complicated by the necessity of readjusting 
the security for local loans already issued and for pro- 
tecting local credit for subsequent loans. Such an 
adjustment has been made in California, where separa- 
tion is most nearly complete. 

Home rule offers possibilities for the adoption of little 
more than a negative program. Exemptions may be 
applied to properties peculiarly difficult to assess, and 
heavier rates may be applied to other properties sup- 
posedly benefiting from local privileges, but this only 
with the danger of introducing heterogeneity as between 
districts, and of contributing to inequality within dis- 
tricts. The reasons for making exemptions are not of 
universal application, and the actual burdens of taxes 
are frequently different from those caused by their 
immediate incidence. Moreover, there is little reason 
to suppose that assessment difficulties in respect to the 
most tangible of property will be removed by relieving 
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one type of property from taxation and by breaking 
loose from the supervision of the state as a unifying and 
tax-coérdinating force. Efficient supervision may be 
assigned as the most direct and potent cause for the 
appree<.: +o full value assessments of property in states 
which > »roach such a condition, and it would be 
clear'y « .tep in the wrong direction to do anything to 
retard t' e'l-defined movement toward central super- 
vision. = advocate unconditional decentralization 
in tax matters, so far as to exclude central supervision, 
is tax heresy. 

The fact of partial or complete separation of sources 
has undoubtedly been a potent contributing cause to 
excessive state expenditure, and home rule, involving a 
complete divorcement of state and local tax matters, 
would only add fuel to the fire. Whatever may be the 
need for increased expenditure, the only guaranty 
against waste is to insure an intimate interest in and 
control over it by those who have ultimately to pay the 
bills. 

To summarize: home rule, even within narrow 
restrictions, may be supported as a tax policy only when 
it allows for close and intimate supervision of local tax 
matters by a competent and responsible centrally 
appointed administrative body at the same time that 
it grants to local units measures of tax autonomy. 


Horace SEcrIsvT. 
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Any discussion of the literature of scientific manage- 
ment is confronted at the outset with the question, 
What is scientific management ? The development of 
the factory system brought with it many new problems 
connected with the organization and management of 
labor, the structure and equipment of factories, and the 
technique of production. By successful manufacturers 
these problems have always been solved in a way to 
make manufacturing at a profit possible. Early 
solutions, however, were necessarily crude and rough- 
shod. With the enormous increase in demand for 
manufactured products, in the investment of capital, 
and in the number of men engaged in the business, with 
the consequent development of ever-keener competition, 
the early methods have been found insufficient. Espe- 
cially within the last twenty years a degree of skill and 
technical training has been brought to bear upon the 
solution of factory problems which has made modern 
factory management a thing much more elaborate, 
refined, and effective than ever before. A series of 
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improvements in administration and methods have 
been made by many engineers and managers, and not a 
few of them have been developed by a method which 
might truly be called scientific. Where, then, can we 
draw the line between modern management in general 
and what has come to be known technically as “‘ scien- 
tific management ” ? 

Out of the mass of engineers and managers who are 
responsible for present-day methods, there has grown 
a group originating with Mr. Frederick W. Taylor of 
Philadelphia, who have perceived certain principles 
underlying the practices of management hitherto 
unrelated and uncoérdinated. A collation of isolated 
successful experiments in various details of factory 
administration and methods has apparently shown a 
possibility of classification and generalization. Such 
classification and generalization are the basis for the 
development of a science, and the term “ scientific 
management ”’ is applied generally to the body of 
principles deduced from experience by Mr. Taylor, and 
the engineers associated with and trained by him, and 
to the methods by which the resultant principles are 
applied to industry. ‘‘ Scientific management,” there- 
fore, is distinctively scientific, since it aims to correlate 
and systematize all the best of modern developments in 
factory administration, and to push development 
further in accordance with the principles discovered.' 

On the basis of this definition it is not difficult to 
select that portion of the large current literature of 
factory management which deals with scientific man- 
agement from that other portion which describes and 
outlines the many unrelated improvements, methods, 


1 Mr. Charles B. Going has published an article, “‘ The Efficiency Movement — an 
Outline,” Transactions, The Efficiency Society, vol. 1, p. 11, showing the place of scien- 
tific management in the modern developments of factory organization and pointing out 
the common element in many movements. 
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and principles which are continually being evolved. 
The literature of scientific management as such is that 

which has been published by those who approach the 
f subject in a scientific manner. Of these Mr. Taylor 

is the acknowledged pioneer and leader both in practice 

and theory.' 

The literature of scientific management is found in a 

y few books written by practitioners of the science, a few 
! official reports growing out of disputes as to railroad 
rates and labor difficulties, technical articles which have 
appeared in the transactions of engineering societies and 
in engineering and other technical magazines, and a 
considerable mass of “ popular” articles written to 
satisfy the recent widespread popular interest in the 
subject. 
} These books and articles may be classified, for the 
| purposes of the present review, in six groups. 

The first group includes those incidental to or dealing 
with the development and theory of scientific manage- 
ment as a whole. It consists of the original publica- 
; tions of the pioneers and such popular statements as 
i reveal a clear grasp of the movement.’ 

The second group includes descriptions of scientific 
management in operation, written as a rule by managers 
} of plants which have developed the system. 
: As a result of the injection of scientific management 
into the discussion of railroad rates, there has arisen a 
; considerable body of literature on the possibility of the 
application of the system to railroads. This is of 
f sufficient consequence to constitute the third class. 

In the fourth class are the many detailed descriptions 

of methods which are either distinctive of scientific 


' 1 With the possible sporadic exception of Charles Babbage, whose book, The Econ- 
‘ omy of Manufactures, was published in 1832, fifty years ahead of its time. 

2 Many of the popular articles are evident pot-boilers, too ill-considered and ephem- 
} eral to be worthy of discussion and preservation. 
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management, or, tho not peculiar to scientific manage- 
ment, codérdinated and assimilated by it into its own 
system. 

Those methods of scientific management which affect 
most directly the human factor in production have 
stimulated a literature which is of sufficient importance 
to warrant being put into a fifth class by itself. 

In the sixth and last group is the series of discussions 
dealing with the relation of scientific management to 
organized labor. 

The more important books and articles are discussed 
briefly in the text. Others not sufficiently distinctive 
or noteworthy to call for special review, but important 
for students of the movement, are referred to in the 
notes. The text and notes together cover nearly ninety 
per cent of all that has been published on the subject in 


1. DEVELOPMENT AND THEORY OF SCIENTIFIC 
MANAGEMENT AS A WHOLE 


In 1832, Charles Babbage, the eminent mathemati- 
cian, published a book ' in which he attempted to deduce 
from the practice of manufacturing as it existed in his 
time, the general underlying principles which apparently 
controlled it. This piece of work, tho crude in the light 
of modern advance, was so far ahead of the state of 
contemporary manufacturing inteHigence that its signif- 
icance was entirely overlooked, and it is only today 
that the force of his analysis is evident. Altho it does 
not appear that the modern group of scientific managers 
are in the slightest degree indebted to Babbage’s work, 
it is interesting to observe in it the suggestion of the 
extension of specialization beyond manual labor to 


1 The Economy of Manufactures. London, 1832. (Out of print.) 
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mental labor, which is at the basis of the Taylor doc- 
trines of functional foremanship and the separation of 
planning from execution. Babbage also foreshadows 
the use of timing as an aid in the development of proc- 
esses; but in this he was not so fortunate, and the 
undeveloped method he used is not even remotely 
connected with modern time study. 

The important stimulus to the modern development 
is found in the work of a group of managers and engi- 
neers, members of the American Society of Mechanical 
Engineers, who drew the attention of their fellow- 
members to the influence of wages on the output of 
workmen. The earliest of these was Mr. Henry R. 
Towne, president of the Yale & Towne Manufacturing 
Company. Mr. Towne has always been essentially 
a thinker in industry. Early in the ’80s he wrote a 
paper ' which was a plea for the technically trained 
engineer to concern himself in the financial and profit 
making aspects of management — to be an “ econo- 
mist ’’ because he effects economies. As a result of 
taking his own advice in his own plant, and after a 
realization of the practical inefficiency of profit sharing 
as an incentive to production, Mr. Towne evolved ? and 
described a modified type of profit sharing which he 
called “Gain Sharing.” It consisted in modifying 
profit sharing by applying it to departments instead 
of to the business as a whole, and basing it upon demon- 
strable gains in theefficiency of departments as evidenced 
by careful accounting. Out of the discussion of this 
paper grew practically the entire modern literature on 
wage systems as incentives. 

Prominent on this subject were the papers of Mr. 


1 “The Engineer as Economist,” Transactions, American Society of Mechanical 
Engineers, vol. 7, p. 425. These transactions will be abbreviated hereafter Trans. 
A. 8. M. E. 

2 “ Gain Sharing,” Trans. A. S. M. E., vol. 10, p. 600. 


{ 
| 
1 


LITERATURE OF SCIENTIFIC MANAGEMENT 511 


F. A. Halsey and Mr. James Rowan ' and an article by 
Mr. Rowan.? The object in the mind of these managers 
was to provide a definite basis on which gains in effi- 
ciency could be measured, and to bring the gain and the 
consequent bonus home to the individual workman. 
It was an attempt to remedy the defects both of profit 
sharing with its indefiniteness and of piece rates with 
their temptation to cutting; and it amounts practically 
to the rough determination of a standard of individual 
performance and the announcement in advance of a 
systematically graded and expected cut. 

While this discussion (the very considerable literature 
of which is outside the scope of this paper) was in prog- 
ress, Mr. Frederick W. Taylor, an engineer of Phila- 
delphia, who had become foreman and master-mechanic 
of the Midvale Steel Company, was trying to solve 
the problem of individual and plant efficiency by 
another and an essentially different method. One 
result of his experiments was the development of a new 
form of piece rate now known as the “ differential piece 
rate,” according to which a workman is paid a low rate 
per piece for ordinary production and a considerably 
higher rate for production according to a standard, 
determined by careful and accurate time study, and 
made possible of attainment by systematic training of 
the workman and by such management of the plant as 
facilitates to the utmost the operations performed by 
the laborer. Mr. Taylor’s first statement of his 
methods and results was submitted to the American 
Society of Mechanical Engineers in a paper * which has 


1 “ The Premium Plan of Paying for Labor,” Trans. A. S. M. E., vol. 12, p. 755. 
Reprinted in Sibley Journal of Engineering, vol. 16, p. 219, and in “ Trade Unionism 
and Labor Problems,” chap. xi, edited by John R. Commons. Boston, 1905. 

2 “ A Premium System Applied to Engineering Workshops."’ Proceedings, Insti- 
tute of Mechanical Engineers, March 20, 1903, p. 203. 

2“ A Piece Rate System,” Trans. A. S. M. E., vol. 16, p. 856. 
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been described by Mr. Going, the accomplished editor 
of the Engineering Magazine, as “‘one of the most 
valuable contributions that have ever been made to 
technical literature.” 

At this stage of the development, the system con- 
sisted of “ three principal elements: (1) an elementary 
rate fixing department, (2) differential rate system of 
piece work, (3) what he (Mr. Taylor) believes to be the 
best method of managing men who work by the day.” 
The rate fixing department analyzes and standardizes 
work and piece rates with the aid of elementary time 
study. This procedure differs from that of other rate 
fixing departments “ in that a careful study is made of 
the time required to do each of the many elementary 
operations into which the manufacturing of an estab- 
lishment may be analyzed or divided. Theseelementary 
operations are then classified, recorded, and indexed 
and when a piece work price is wanted for work, the job 
is first divided into its elementary operations, the time 
required to do each elementary operation is found from 
the records, and the total time for the job is summed up 
from these data.” 

The differential rate system of piece work is defined 
briefly as “ offering two different rates for the same job, 
a higher price per piece in case the work is finished in 
the shortest possible time and in perfect condition, and 
a low price if it takes a longer time to do the job, or if 
there are any imperfections in the work (the high rate 
should be such that the workman can earn more per day 
than is usually paid in similar establishments).”” The 
best method of managing men who work by the day 
“consists of paying men and not positions. Each 
man’s wages as far as possible are fixed according to the 
skill and energy with which he performs his work, and 
not according to the position which he fills. Every 
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endeavor is made to stimulate each man’s personal 
ambition.” The advantages of this system as deduced 
by Mr. Taylor from ten years’ experience with the 
Midvale Steel Company are: first, lower cost of pro- 
duction with, at the same time, higher wages; second, 
by substituting knowledge for guess work, the elimi- 
nation of the motive for “ soldiering’’; third, the 
substitution of exact knowledge leads to a treatment of 
the men with greater uniformity and justice, and their 
response with more and better work; fourth, codpera- 
tion of the men and the management is made obviously 
their common interest; fifth, the system is rapid in 
attaining the maximum productivity, which is automat- 
ically maintained by the differential rate; sixth, it 
selects and attracts the best men, develops many slow 
and inaccurate workmen into first class men, and 
discourages and sifts out men who are incurably lazy or 
inferior; seventh, “ it promotes a most friendly feeling 
between the men and their employers, and so renders 
labor unions and strikes unnecessary.” 

The paper then proceeds to discuss the Towne and 
Halsey wage systems and profit sharing, and points out 
the absence in all of them of a definite measure of a day’s 
work. It then describes the method of elementary rate 
fixing and the application of the differential piece rate 
by its means, with illustrations of the results attained. 

It is significant of Mr. Taylor’s habit of mind that 
this early paper is a description of methods and results, 
including hardly a suspicion of theoretical deduction. 
It is a testimony to the accuracy of Mr. Taylor’s later 
statement that scientific management is not a theory to 
be applied to practice, but that it is first and primarily 
a practice out of which, many years after its beginning, 
a theory has developed.' 


1 An interesting description of the application of this form of piece rate is found in 
“ The Taylor Differential Piece Rate System,’’ The Engineering Magazine, vol. 20, p. 
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The difficulty of bringing a plant to the necessary 
perfected degree of administration and the apparent 
severity of the differential piece rate led one of Mr. 
Taylor’s collaborators, Mr. H. L. Gantt, to develop a 
different form of premium system, which retained, 
however, the essential element of an accurate time study 
basis. This method, known as the “ Gantt bonus 
plan,” is a time rate method. It guarantees the opera- 
tor the regular hourly or daily rate but adds a bonus 
for achievement of the standard quantity and quality 
of work, known as “the task.’”’ This standard is set, 
as with Mr. Taylor’s differential piece rate, by time 
study. Mr. Gantt has published a large number of 
articles on the subject, the best of which, together with 
his own development of the relation of scientific man- 
agement to some of the human problems involved, have 
been collected in one volume.' 

Mr. Gantt points out how by the ordinary methods 
of management the cost of production, which is at the 
basis of the great problem of the increasing cost of 
living, follows a vicious circle of higher wages to meet 
higher cost and increased cost as the result of higher 
wages. The way out is to manage production in such a 
way that higher wages bring a decreased cost; and this 
is the aim of scientific management. This is accom- 
plished by standardizing the conditions for efficient 
operation, instructing the workmen thoroly in the best 
methods, and using wages as an inducement to them 
to accept the instruction and the conditions provided. 
The development of the Gantt bonus and its relation 


617, by Mr. Sanford E. Thompson, one of the early collaborators with Mr. Taylor and a 
recognized expert on time study. A good discussion of the whole matter grew out of a 
weak paper by Mr. F. Richards, “‘ Is Anything the Matter with Piece Work ? " Trans. 
A. 8. M. E., vol. 25, p. 68, participated in by Mr. Taylor, Mr. Emerson, and others. 


1 Work, Wages and Profits. New York, 1910. The first edition, published in 
1910, is somewhat enlarged and considerably revised in the second edition, 1913. 
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to piece work are described in detail, and the effect 
of the system on the workman’s habits of industry 
and codéperation is outlined and demonstrated with 
charts and diagrams showing comparisons between old 
methods and the new. These charts, based upon the 
records of actual workers, are extraordinarily interesting 
human documents, showing the gradual overcoming of 
difficulties and the fixation of habits of punctuality, 
reliability, and efficiency. The 1913 edition adds a 
chapter to the effect that, as the great natural resources 
of this country can be relied on less and less in competi- 
tion with other countries, our future depends upon the 
application of scientific methods and the increase in the 
efficiency of operation, and concludes with a brief 
chapter illustrating some of the detailed methods of the 
Taylor System as developed by Mr. Gantt. 

This book of Mr. Gantt’s is one of the best that has 
appeared on the subject and is entitled to rank with Mr. 
Taylor’s Shop Management and The Principles of Scienti- 
fic Management, as one of the standard authorities. 

Scientific management, however, is not merely a 
system of wage payment. One of its essential features 
is the determination and application of standards not 
only of performance, but of methods and equipment. 
In fact, it is a cardinal principle of scientific manage- 
ment that a proper standard of performance cannot be 
attained in the absence of standardized methods and 
equipment; and it was in the effort to secure standard 
performance that Mr. Taylor and his associates were 
led to investigations of detailed processes which have 
themselves become classics. One of the earliest of these 
is Mr. Taylor’s ‘‘ Notes on Belting,” ' which, with the 
later paper by Mr. Carl G. Barth,? has had an immense 


1 Trans. A. 8. M. E., vol. 15, p. 204. 
2 “ Transmission of Power by Leather Belting,” Trans. A. 8. M. E., vol. 31, p. 39. 
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influence on the current manufacture and use of belts. 
Another investigation growing out of Mr. Taylor’s 
work was concerned with the proper composition and 
method of heat treatment of tool steel, and the shape 
of cutting tools. This investigation, carried on with 
the assistance of Messrs. Gantt, Barth, and Maunsel 
White, and extending over twenty-six years, led 
incidentally to the discovery of high-speed steel, which 
has revolutionized machine shop practice and the 
design and construction of machine tools all over the 
world. The results of this investigation are published 
in a paper called “The Art of Cutting Metals.” ! 

While Mr. Taylor was carrying forward in a variety 
of industries the development of his distinctive type of 
management, but was publishing nothing about its 
details,? Captain Henry Metcalf had been developing 
independently and describing * a system of routing and 
accounting in the government arsenals, and Mr. 
Oberlin Smith, president of the Ferracute Machine 
Company, had presented an interesting paper on the 
naming of machine parts... When the opportunity 
came Mr. Taylor helped himself freely to the suggestions 
in these papers and incorporated them, with consider- 
able modification, into his practice. 

1 Trans. A. 8S. M. E., vol. 28, p. 31. An interesting explanation of one of the means 
by which Mr. Taylor's results are applied in machine shop practice is found in the paper 
by Mr. Carl G. Barth, the mathematician of the group, on “ Slide Rules as Part of the 
Taylor System,” Trans. A. S. M. E., vol. 25, p. 49. An illustration of the effect of such 
work as a stimulus to the application of thought to management appears in the article 


by Mr. Charles Day called “‘ The Machine Shop Problem,” ibid., vol. 24, p. 1302, which 
emphasizes the need of codrdination, analysis, and a scientific determination of facts. 

2 The only paper by a member of the Taylor group dealing with any detail was Mr. 
Gantt’s ‘“ Graphical Daily Balance in Manufactures,” ibid., vol. 24, p. 1322, which was 
a description of the method of scheduling introduced by him at the American Locomo- 
tive Works. 

3 “ The Shop Order System of Accounts,” Trans. A. S. M. E., vol. 7, p. 440. The 
Cost of Manufactures and the Administration of Workshops, John Wiley & Sons. 
New York, 1885. 3d edition, 1907. 

4 “ The Naming of Machine Parts,” Trans. A. S. M. E., vol. 2, p. 366. 


LITERATURE OF SCIENTIFIC MANAGEMENT 517 


Finally, after twenty years’ experience, Mr. Taylor 
submitted to the American Society of Mechanical 
Engineers the history and methods of his system in 
what seemed to him to be definite, complete, and 
coérdinated form. This was his famous paper on ‘‘ Shop 
Management,”! which has been extensively reprinted 
and translated into French, German, Dutch, Italian, 
Russian, Lettish and Japanese. In response to the 
popular interest in the subject brought about by the 
railroad rate case in 1911, Mr. Taylor was induced to 
publish a less technical statement under the name The 
Principles of Scientific Management.’ 

“Shop Management ”’ is a considerable expansion of 
the earlier paper on “A Piece Rate System,” and includes 
much of the detailed methods that had been developed 
by Mr. Taylor in the intervening years, together with 
some analysis of the industrial and economic principles 
involved in his system. The emphasis is laid through- 
out on the importance of “ the coupling of high wages 
for the workman with low labor cost for the employer,” 
and the eventual interest of the public in the reduced 
prices resulting from this combination. The difference 
between the “ first class man ”’ and the average work- 
man, the means for selecting or developing the former 
class, the methods of accurate scientific time study, the 
philosophy and operation of the task idea in manage- 
ment, the determination of standards, the separation 
of planning and execution, the development of func- 
tional foremanship and the planning department, and 
steps to be taken in changing from ordinary to “ the 
best type of management,” are dealt with extensively. 
Emphasis is laid on the “ evils of soldiering” and the 

1 Trans. A. 8. M. E., vol. 24, p. 1337. New edition. New York, 1911. 

2 Harper and Bros., New York, 1911. A very brief résumé by Mr. Taylor, “ Prin- 


ciples and Methods of Scientific Management,” is found in the Journal of Accountancy, 
vol. 12, pp. 117, 181. 
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failure of piece rates and premium plans to overcome 
them; it appears that Mr. Taylor’s entire system grew 
out of his determination to break up this practice. 

The objects sought can be attained, according to Mr. 
Taylor, most easily by the application of the following 
principles : — 

(a) A Large Daily Task. — Each man in the establishment, high 
or low, should daily have a clearly defined task laid out before him. 
This task should not in the least degree be vague nor indefinite, but 
should be circumscribed carefully and completely, and should not 
be easy to accomplish. 

(b) Standard Conditions. — Each man’s task should call for a 
full day’s work, and at the same time the workman should be given 
such standardized conditions and appliances as will enable him to 


accomplish his task with certainty. 
(c) High Pay for Success. — He should be sure of large pay when 
he accomplishes his task. 


(d) Loss in Case of Failure. — When he fails he should be sure 
that sooner or later he will be the loser by it. 

When an establishment has reached an advanced state of or- 
ganization, in many cases a fifth element should be added, namely: 
the task should be made so difficult that it can only be accomplished 
by a first class man. 


The rest of the book is an amplification of the 
methods by which these so-called “principles” are 
applied. 

The Principles of Scientific Management develops the 
same ideas in a slightly different way. Considerable 
emphasis is laid on the importance of the substitution 
of scientific knowledge and incentive on the part of the 
management for the old reliance on the crudely stimu- 
lated initiative of the workman. There is the same 
discussion of “ soldiering,” inadequacy of piece and 
premium systems, and a non-technical review of certain 
typical methods of the system, with illustrations of the 

application of scientific method to such diverse opera- 
tions as shovelling, pig-iron nis and the cutting 
of metals. 
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It is interesting to note in the later book a restate- 
ment of the “ principles,’ otherwise referred to as 
“ elements — 


First. The development of a true science. Second. The scienti- 
fic selection of the workman. Third. His scientific education and 
development. Fourth. Intimate friendly codperation between the 
management and the men. 


In an earlier section of the same book, these “‘ princi- 
ples” are restated in slightly different form as the 
“ new duties ” devolving on the management. In this 
case they are given as follows: — 

First. They develop a science for each element of a man’s work, 
which replaces the old rule-of-thumb method. 

Second. They scientifically select and then train, teach, and de- 
velop the workman, whereas in the past he chose his own work and 
trained himself as best he could. 

Third. They heartily codperate with the men so as to insure all 
of the work being done in accordance with the principles of the 


science which has been developed. 
Fourth. There is an almost equal division of the work and the re- 


sponsibility between the management and the workmen. The 
management take over all work for which they are better fitted than 
the workmen, while in the past almost all of the work and the greater 
part of the responsibility were thrown upon the men. 

It is evident from these statements that Mr. Taylor 
does not distinguish sharply between principles, duties, 
and methods, and it is difficult to see why the methods 
selected for elevation into the class of principles are 
limited to those given and do not include such funda- 
mental and radical departures as functional foremanship 
and the task and bonus. This is but another evidence 
of the fact that the Taylor System is in reality the sum- 
mation of years of the varied experience of many 
individuals, which has not even yet been thoroly coérdi- 
nated and developed into such a system of real princi- 
ples or laws as characterizes other modern sciences. 
I believe that the principles are there and that they 
only await definite and systematic formulation. 
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In the summer of 1911, the unionized machinists and 
molders employed at the Watertown Arsenal, where the 
Taylor System was being developed by Mr. Carl G. 
Barth, walked out; and on being taken back petitioned 
that the Labor Committee of Congress investigate the 
subject and recommend such legislation as would be 
necessary to protect their interests. A Committee was 
appointed consisting of Mr. William B. Wilson, the 
present Secretary of Labor, Mr. William C. Redfield, 
now Secretary of Commerce, and Mr. John Q. Tilson, 
“to investigate the Taylor and other systems of man- 
agement” in government shops. The investigators 
confined themselves practically to the Taylor System, 
held hearings at the principal navy yards, and took 
testimony of workmen, foremen, managers, “ efficiency 
experts,’ and practically the entire group of Taylor 
System engineers. The result of their investigation 
was a brief report that no legislation was necessary. 
More useful, however, was the publication of the great 
mass of testimony taken.' This report of the hearings 
is a perfect mine of information in regard to the history, 
methods, practice, and results of the Taylor System 
and must be strongly recommended as one of the 
fundamental sources on the subject. 

Another important body of testimony is that intro- 
duced by Mr. Louis D. Brandeis as part of the case 
of the shippers in the “ Eastern Rate Case ”’ * which is 
carefully sifted, analyzed and coédrdinated in Mr. 
Brandeis’ brief.* 

! Hearings before the Special Committee of the House of Representatives to Inves- 
tigate the Taylor and Other Systems of Shop Management. Washington, 1912. 

2 Interstate Commerce Commission Reports, vol. 20, p. 243. 

2 A part of this brief was published under the title Scientific Management and 
Railroads, New York, 1912. The testimony in this case had no effect on the decision 
of the Interstate Commerce Commission; but the spectacular and seemingly extrava- 
gant form in which some of the testimony was given by persons outside the Taylor 


group but influenced by it, caught the popular fancy and was responsible for the great 
publicity the movement suddenly attained. 
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The most important publication of Mr. Taylor, in addi- 
tion to those mentioned, is a book prepared by him and 
Mr. Sanford E. Thompson,! which includes, in addition 
to an acute analysis of concrete construction, certain 
chapters on time study and valuable tables of unit times 
determined in accordance with the Taylor methods.’ 

Altho the Taylor System has been applied to many 
types of industry other than machine shop production 
in which it originated, little has been published on these 
applications by those closest to the movement. Among 
the detailed discussions of other industries, however, 
must be mentioned the book by Mr. Charles Day,’ 
dealing with the construction and layout of factories. 
Mr. Day points out the influence of the design of the 
plant upon the efficiency of operation and details the 
work incident to the planning and building of the plant, 
from the selection of the site to the construction of 
buildings and the installation of equipment. Excellent 
illustrations are given of the best layout and routing 
of materials in factories of different types. Mr. Gantt 
has published a short paper dealing with the textile 
industry,‘ and Mr. Day has pointed out the possibility 
of application to diverse industries including public 
service corporations. 

1 Concrete Costs, John Wiley and Sons. New York, 1912. 

2 Two interesting articles by Mr. Taylor, ‘‘ Why Manufacturers Dislike College 
Graduates,” Sibley Journal of Engineering, vol. 24, p. 195, and ‘‘ A Comparison of Uni- 
versity and Industrial Methods,”’ Stevens Indicator, vol. 24, p. 37, set forth his convic- 
tions in regard to the place of college graduates in manufacturing and particularly his 
criticisms of their point of view and the handicaps under which they labor and for which 
their college training is responsible. Chief among these are the inability to concentrate 
on an undertaking and bring it through to a conclusion, the failure to recognize the 
importance of punctuality and the value of time and discipline, and a lack of apprecia- 
tion of the point of view of the workingman. 

There is an interesting comment on this in Mr. D. C. Jackson’s “ Criticism of the 
Engineering Schools,” Stevens Indicator, vol. 27, p. 25. 

3 Industrial Plants. New York, 1911. 

« “ The Mechanical Engineer and the Textile Industry,” Trans. A. 8. M. E., vol. 32, 
p. 499. 


5“ Management Principles and the Consulting Engineer,” The Engineering 
Magazine, vol. 41, p. 133. 
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Growing out of the contributions of Mr. Taylor and 
his original group are a number of articles dealing with 
the theory of scientific management as it appears to 
those who first met it in its developed form. Among 
the most interesting of these are the Report of the Sub- 
Committee on Administration of the American Society 
of Mechanical Engineers.! This report, after pointing 
out the reasons for the present great popular interest 
in the subject, attempts to find the one basic principle 
in the movement, and discovers it in “ the transference 
of skill.” Just as the introduction of machinery meant 
“‘ the transference of skill from the inventor or designer 
to the power-driven mechanism,’ so scientific manage- 
ment is the transference of skill from the manual worker 
to the planning department and functional foremen, 
resulting in the saving of labor and the increased output 
and reduction of cost. The report includes a collection 
of interesting attempts to state the underlying principles 
of scientific management. 

Mr. Forrest E. Cardullo* has compared “ conven- 
tional,” “ systematic,”’ and “ scientific’ management, 
with illustrations of administration of the various types. 
Then follows a discussion of the causes of current 
inefficiency, which may be grouped into three classes: 
those which are chargeable primarily to the employer, 
those which are chargeable primarily to the workman, 
and those which are chargeable primarily to our political 
and industrial system. They include mental laziness, 
prejudice against so-called ‘“ non-productive ” labor, 
timidity of capital, lack of foresight and adaptability, 
mental inertia, lack of study of industry, inefficient wage 
systems, and avarice, on the part of the management; 


1 “ The Present State of the Art of Industrial Management,” Journal, A. 8. M. E. 


May, 1913, p. 871. 
2 “ Industrial Administration and Scientific Management,” Machinery, vol. 18, 
pp. 843, 931; vol. 19, p. 18. 
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and on the part of the workmen, disinclination to work 
at other than their accustomed pace, lack of ambition, 
mental laziness, and enmity to their employers; and on 
the part of the political and industrial system, periodical 
depressions, seasonal variations in work, intense indi- 
vidualism, wasteful competition, and sudden changes 
in laws, customs, fashions, and social conditions. The 
paper closes with an enumeration of the objections to 
scientific management and the answers to them and is, 
on the whole, one of the best contributions to the 
subject. 

Lieut. G. J. Meyers ' has made an interesting attempt 
to deduce and formulate “laws” of management. He 
gives the following synopsis of laws: — 

Law  I.— What to do. 

Law II. — Instructions before work starts. 
Law III. — Machines and tools. 

Law IV. — Workmen. 

Law V.— Insure instructions are carried out. 


Law VI. — Costs. 
Law VII. — Study for improvements. 


Each statement begins: “It is necessary in any 
activity.” Thus Law I is in this form: “ It is neces- 
sary in any activity to have a complete knowledge of 
what is to be done and to prepare instructions as to 
what is to be done before the work is started,’’ and so 
for each topic in the synopsis. The formulation of each 
law is followed by a brief statement of the reasons for it 
and the method of its application. The paper is a 
highly interesting essay in the formulation of industrial 
principles.* 


1 “ The Science of Management,” Journal of the American Society of Naval Engi- 
neers, vol. 23, p. 994. 

2 To these should be added the following: Mr. H. P. Kendall's ‘“‘ Management: 
Unsystematized, Systematized and Scientific,” Scientific Management, Tuck School 
Conference, 1912, p. 112; reprinted in Industrial Engineering, vol. 10, p. 374, a com- 
_ parison of the types of management mentioned, based on the writer’s personal experience 
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_ The present writer! has pointed out that the time 
study methods of the Taylor System provide a definite 
basis for one side of the wage bargain: to wit, the con- 
tent of a day’s work, but makes no attempt to deter- 
mine the equivalent day’s wage, except to provide a 
means through the bonus or differential rate for the 
application of the principle that superior service should 
be paid at a superior rate. 

M. LeChatelier’s Introduction to the French trans- 
lation of The Principles of Scientific Management 
discusses the fear both on the part of the employers and 
the workmen, that the radically new methods of scienti- 
fic management will bring about critical economic 
problems of readjustment; and lays this fear to igno- 
rance of the gradual working out of economic changes. 

Mr. Morris L. Cooke, now director of Public Works 
in the City of Philadelphia, and one of the later addi- 
tions to the original Taylor group, was retained by the 
Carnegie Foundation to make an investigation of 
academic efficiency from the point of view of an indus- 
trial administrator.2 Mr. Cooke discusses current 
types of university organization, the college teacher 
as a producer, research, the economical use of buildings, 
functional activities, financial administration, and 
student administration. According to him, there is no 
present gauge to efficiency in academic work and, while 
recognizing that the product of the university is of so 
with the last two and a wide acquaintance with the first. Mr. Tracy Lyon's brief review 
of principles in ‘‘ Scientific Industrial Operation,” in ‘‘ Technology and Industrial Effi- 
ciency,” p. 200, New York, 1911. Reprinted in Iron Age, vol. 87, p. 922, and in Indus- 


trial World, vol. 45, p. 464. Mr. A. Hamilton Church's “ The Meaning of Scientific 
Management,” Engineering Magazine, vol. 41, p. 97, which is one of numerous sugges- 
tive but unsuccessful attempts to find ‘“‘ the one” principle underlying the movement. 
Finally, the editorial, ‘‘ Scientific Management More Than a Labor Problem,’’ Industrial 
Engineering, vol. 11, p. 467, pointing out the inclusiveness of the method. 

1 C. B. Thompson, “ Relation of Scientific Management to the Wage Problem,” 
Journal of Political Economy, vol. 21, p. 630. 


2 “ Academic and Industrial Efficiency,” Carnegie Foundation Bulletin No. 5. 1910. 


| 


LITERATURE OF SCIENTIFIC MANAGEMENT 525 


intangible a nature as not to be subject to exact meas- 
urement, he points out the possibility of the application 
of a unit, the student-hour, to the measurement of 
administrative efficiency. His discussion is brought 
to bear in detail upon the administration of a physics 
department and includes an application of some of the 
methods of industrial administration.' 

Interesting suggestions for the partial or complete 
application of the Taylor System to varied industries 
are made by Mr. F. B. Gilbreth ? when he shows the 
revolutionary result of the application of motion study 
to a trade so ancient as laying bricks, and by Mr. B. M. 
Ferguson * who details the favorable results of his 
experiments, particularly in its application to outdoor 
construction. 

The success of the application of the Taylor System 
to the government arsenals drew the attention of 
engineers in the Navy to the possibility of its application 
to their branch of the service. This is discussed by Mr. 
C. 8. Brewer ‘ and by Lieut.-Commander W. B. Tardy.® 
Particularly interesting is the Report of the Civilian 
Expert Board * on Industrial Management of United 
States Navy Yards. This Board, appointed by the 
Secretary of the Navy and consisting of Messrs. H. L. 


1 The following articles may be taken as samples of the comment provoked by this 
study: ‘‘ Educational and Industrial Efficiency,”’ Science, N. 8., vol. 33, p. 101 by 
Richard C. Maclaurin, President of the Massachusetts Institute of Technology, who is 
apprehensive that the methods proposed by Mr. Cooke will consume too much of the 
time of officers of instruction and will tend to distracf attention from the fundamental 
purpose of a university; ‘‘ Educational or Administrative Efficiency,’’ Engineering 
Magazine, vol. 40, p. 606 (anonymous); and “ Scientific Management and Academic 
Efficiency,”” The Nation, vol. 93, p. 416 by Professor A. G. Webster. 

2 Bricklaying System. New York and Chicago, 1909. 

3“ The Application of the Taylor System to Gas Works,’’ American Gas Light 
Journal, vol. 95, p. 225, and Progressive Age, vol. 29, p. 830. 

4 “ Scientific Management in the Army and Navy,” World’s Work, vol. 23, p. 311. 

5 “ A Plea for a Standard Organization of the Engineer Division Aboard Ship,” etc., 
Journal of the American Society of Naval Engineers, vol. 23, p. 681. 

* Prepared by direction of Hon. George von L. Meyer, Secretary of the Navy. 
Washington, 1912. 
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Gantt, Harrington Emerson, and Charles Day, investi- 
gated the present functions and conditions of navy 
yards. They discussed the efficiency of their manage- 
ment in comparison with that of industrial plants and 
made certain recommendations in regard to the nature 
of the work properly to be performed in navy yards and 
“that scientific management be introduced and per- 
petuated in the navy yards which it is decided to 
operate.” 

The most ambitious attempt to apply the Taylor 

principles to selling has been made by Mr. Charles W. 
Hoyt.' He describes such modern methods as training 
classes, salesmen’s conventions, standardized talks, 
and outlines rather inadequately the application of the 
scientific method of approach to the problems of 
salesmanship.’ 
- The growing realization that perhaps the greatest 
economic waste from which we suffer is due to the 
inefficient management of household economy has 
resulted in some thought being given to the working 
of the Taylor principles in domestic management. 
The most suggestive article on this subject is that by 
Mr. J. B. Guernsey,* which, however, is rather too vague | 
and theoretical to be of practical service. 

It is not strange that the best known and most 
popular books on the principles of scientific management 
are not those written by its originator and his co- 
workers; they are the product of persons who have been 
influenced by them and whose gift of expression is more 
highly developed. Foremost among these are two 


1 Scientific Sales Management. New Haven, 1913. 


2 Other articles dealing briefly with this subject are Mr. Amasa Walker's ‘‘ Scienti- 
fic Management Applied to Commercial Enterprises,’’ Journal of Political Economy, 
vol. 21, p. 388, and Mr. J. George Frederick's ‘“‘ Applying the Science of Management 
to Selling,” Industrial Engineering, vol. 12, p. 204. 


® “ Scientific Management in the Home,” Outlook, vol. 100, p. 821. 
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books by Mr. Harrington Emerson,' marked by a 
breadth of interesting information, and a capacity for 
inspiring, almost poetic, elucidation, which have made 
them the most popular expositions of the subject.? 

Mr. Emerson discusses certain typical inefficiencies 
and their significance, the causes of national industrial 
prosperity, the strength and weakness of existing 
systems of organization. He then proceeds to an 
exposition of his own method of line and staff organiza- 
tion, the determination and realization of standards, 
cost accounting, the location and elimination of wastes, 
and the Emerson bonus system. His method differs 
from that of Mr. Taylor in two respects: in the first 
place, in the line and staff organization, the staff con- 
sisting of the experts occupies an auxiliary and advisory 
relation to the management, whereas in the Taylor 
System, the experts are the functional foremen and are 
an integral executive part of the organization; in the 
second place, the Emerson bonus proceeds on the rough 
determination of a standard efficiency which he calls 
100%; the workman who attains 67% or less gets his 
guaranteed day wages, and is paid a bonus on a sliding 
scale for every increase in the percentage of efficiency; 
at 100% the bonus amounts to 20% of his wages and 
1% is added for each additional 1% of efficiency. As 
the task is not originally so accurately and thoroly 
set as in the Taylor System, the, workman can, and 
frequently does, exceed the 100% mark. 

Mr. Emerson states the principles of management 
as follows: (1) clearly defined ideals; (2) common 
sense; (3) competent counsel; (4) discipline; (5) the 
fair deal; (6) reliable, immediate, and adequate records; 


! Efficiency, New York, 1910, and The Twelve Principles of Efficiency, 1912. 

2 Two other simplified expositions worth mentioning are the Primer of Scientific 
Management, New York, 1912, by Mr. F. B. Gilbreth, and the misnamed “ Psychol- 
ogy of Management,” Industrial Engineering, vol. 11, pp. 343, 429; vol. 12, pp. 13, 65, 
116, 155, 199, 248; vol. 13, pp. 18, 66, 113, 161, 213, by Mrs. L. M. Gilbreth.” 
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(7) despatching; (8) standards and schedules; (9) 
standardized conditions; (10) standardized operations; 
(11) written standard-practice instructions; (12) effi- 
ciency reward. Most of these are not by any means 
peculiar to scientific management, nor can it be said 
that Mr. Emerson’s application of them is distinctively 
original. Incidentally it is interesting to note the 
gradual change from Mr. Emerson’s acknowledgment 
of indebtedness to Mr. Taylor in certain discussions 
in the American Society of Mechanical Engineers to the 
reversal of this position in his later published work. 

Out of the large number of books written within the 
last five years on the general subject of factory admin- 
istration, four of the most important devote attention 
to a discussion of scientific management and show in 
general considerable influence by it. The most note- 
worthy of these are by Mr. Charles B. Going! and Mr. 
Dexter Kimball,?— these two are especially valuable 
for the setting they give scientific management in 
the development of modern administrative methods; 
Messrs. Galloway, Hotchkiss and Mavor;* and Mr. 
Hugo Diemer.‘ 

It is natural that such a radical and far-reaching 
movement as scientific management should meet 
criticism. It has in fact been a veritable storm-centre. 
Much of the criticism is aimed at details and will be 
discussed later; but the following articles go for the 
system root and branch and should properly be enumer- 
ated here. The most comprehensive criticism is that 
by Admiral John R. Edwards,’ who sums up the com- 
ments of most of the adverse writers, and adds on his 


1 Principles of Industrial Engineering. New York, 1911. 

2 Principles of Industrial Organization. New York, 1913. 

Business Organization. New York, 1912. 

« Factory Organization and Administration. New York, 1910. 

5 “ The Fetishism of Scientific Management,” Journal of American Society of Naval 
Engineers, vol. 24, p. 355. 
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own account that scientific management does not cover 
the whole of management, and that in any case manage- 
ment is an art rather than a science, that the Taylor 
System antagonizes the workmen and neglects the 
personal equation, and that whatever advantages have 
come from it have been incidental by-products. An- 
other severe criticism is that by Mr. A. Hamilton 
Church,! who attacks particularly certain extracts from 
Mr. Taylor’s writings, leading to the conclusion that 
Mr. Taylor does not show a science.2 Mr. Church 
and Mr. L. P. Alford * undertook to enumerate the 
principles of management and pointed out the place of 
the Taylor System in them.‘ 

As already stated, most of the popular articles on the 
subject are obviously journalistic and ephemeral. The 
most spectacular discoveries of Mr. Taylor and his 
co-workers lend themselves easily to “‘ popular ”’ treat- 
ment; and the possible results of the application of the 
stop-watch and the micrometer appeal effectively 
to the imagination of magazine and newspaper writers. 
Most of their work contains nothing new or significant. 
The few popular articles of real value are listed below.‘ 

| “ Has Scientific Management Science ?” American Machinist, vol. 35, p. 108. 

? The same point is made in an editorial called “‘ The Science of Management 
Defined, and the Scope of this Science,” Engineering and Contracting, vol. 39, p. 339. 

3“ The Principles of Management,” American Machinist, vol. 36, p. 857. Re- 
viewed by Mr. D. S. Kimball and Mr. J. Calder, ibid., p. 965. 


4 Other important general criticisms are those by Mr. Dexter S. Kimball, ‘‘ Another 
Side of Efficiency Engineering," American Machigist, vol. 35, p. 263, developing 
briefly some of the social and economic implications of the movement and calling atten- 
tion to the absence of a discussion of distribution; by Mr. H. G. Bradlee, ‘‘ A Consid 
ation of Certain Limitations of Scientific Efficiency,” in ‘‘ Technology and Industrial 
Efficiency,” p. 190, New York, 1911; reprinted in Stone & Webster's Public Service 
Journal, vol. 8, p. 323, pointing out that for the most effective application conditions 
must be uniform, work repetitive and the area of operations small; by Mr. E. C. Peck, 
“ Systematic versus Scientific Management,” Iron Age, vol. 88, p. 364, drawing 
attention to the ‘ity of real experts and the dangers of inexpert work; and by Mr. 


James R. Johnson, “‘ A Manager’s View of the Taylor System, ” American Machinist, 
vol. 34, p. 885, presenting the point of view of the typical successful manager, that we 
should let well enough alone. 

5 The following contain good enough ideas, well enough expressed, to warrant listing 
and recommending them: Mr. A. G. Popke’s “ The Relations of Capital, Labor and 
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2. ScrenTiFIc’ MANAGEMENT IN OPERATION 
‘As yet nothing has been published summarizing the 
results of the application of scientific management in 
any large proportion of the plants which are using it. 
The nearest approach to a review of its present status 
is in the Report of the Sub-Committee on Administra- 
tion of the American Society of Mechanical Engineers, 
referred to above. It is significant that one of the 
signers and, I believe, the actual writer of this report 
is Mr. L. P. Alford, mentioned above as one of the 
critics of the movement. Mr. Alford has written 
another excellent article,! based on the experience of a 
well-known Philadelphia company. Mr. A. W. Shaw, 
editor of the magazine System, gives a good brief 
review,’ describing the work of the system at the Tabor 
Manufacturing Company in Philadelphia, and suggest- 
ing the method of its application to business problems 
in general and the results that might reasonably be 
expected from it. The experience of the Link Belt 
Company of Philadelphia is described by Mr. James M. 
Dodge, its president,* and a complete and detailed 
Efficiency in Manufacturing,” Engineering Magazine, vol. 43, p. 857, pointing out the 
necessity of increasing efficiency; Mr. E. Perry's “‘ The Outsider and the Busy Business 
Man,” ibid., vol. 40, p. 249, answering the old saw that improvement should come from 
the inside and not from the outside expert; a series of articles by Mr. E. M. Wooley. — 
“ The One Best Way,” System, vol. 20, pp. 227, 356, 460, 614; “* Scientific Management 
in the Office,” ibid., vol. 21, p. 3; “‘ Getting Out the Mail,” ibid., vol., 21, p. 284; ‘ The 
Wanton Waste of Labor,” ibid., vol. 21, pp. 13, 173, ‘‘ Lost Motions in Retail Selling,” 
ibid., vol. 21, pp. 366, 465, — well written and suggestive; Mr. H. 8. Philbrick’s “ Sci- 
entific Management,” World To-day, vol. 21, p. 1167, developing the idea that scientific 
management is a resumption of the direct oversight over production which had gradu- 
ally vanished; an anonymous article, ‘‘ What is Scientific Management, and What 
Does it Do?” Industrial Engineering, vol. 9, p. 1; an article, also anonymous, on 
“ Efficiency Program,” Independent, vol. 70, p. 739; an anonymous article entitled 
“ Aspects of Scientific Management,” The Nation, vol. 92, p. 464; and an excellent 
article by Mr. F. B. Copley, “‘ How it Works: What Manufacturers and Workmen are 
Getting out of Scientific Management,” American Magazine, vol. 75, p. 11, summariz- 
ing the results of an extensive investigation and approved personally by Mr. Taylor. 
1 “ Scientific Management in Use,” American Machinist, vol. 36, p. 548. 
2 “ Scientific Management in Business,” Review of Reviews, vol. 43, p. 327. 
* “ A History of the Introduction of a System of Shop Management,” Trans. A. 8. 
M. E,, vol. 27, p. 720. 
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explanation of the operation of the Taylor System in 
that plant is given by Lieut. Frank W. Sterling. The 
experience of the same plant is the basis of an article 
by Mr. C. W. Adams, its superintendent. The same 
methods, as worked out by the Midvale Steel Company, 
are described by Mr. H. L. Arnold.* An excellent de- 
scription of the early application of the System at the 
Bethlehem Steel Works is published by Mr. H. L. Gantt,‘ 
and the story of its introduction and results at the 
Tabor Manufacturing Company is told by Mr. Wilfred 
Lewis, the president of the company.’ The methods 
described in Mr. H. P. Kendall’s paper ° are in the main 
those of the large printing and binding establishment 
of which he is the general manager. Mr. Carl G. Barth 
gives an interesting anecdotal account.’  Lieut.- 
Commanders W. B. Tardy* and A. M. Cook ® give 
the results of the application of the principles of the 
system to gunnery practice and to the administration 
of anavy yard. The same subject is also dealt with by 
Mr. Holden A. Evans in a series of articles.” 


1“ The Successful Operation of a System of Scientific Management,” Journal of 
American Society of Naval Engineers, vol. 24, p. 167. 

2 “ The Differential Piece Rate,” American Machinist, vol. 34, p. 18. 

3 “ Pre-eminent Success of the Differential Piece Rate System,’ Engineering Maga- 
zine, vol. 12, p. 831. 

4 “ A Practical Application of Scientific Management,” Engineering Magazine, vol. 
41, p. 1. 

5 “ An Object Lesson in Efficiency,” in “‘ Technology and In-lustrial Efficiency,” p. 
173. New York, 1911. 

* “ Management: Unsystematized, Systematiged, and Scientific,” Scientific Man- 
agement, Tuck School Conference, 1912, p. 112. Abstract in industrial Engineering, 
vol. 10, p. 374. 

7 “ Betterment of Machine-Tool Operation by Scientific Metal Cutting,”” Engineer- 
ing Magazine, vol. 42, p. 586. 

8 “ Scientific Management and Efficiency in the United States Navy,’’ Engineering 
Magazine, vol. 41, p. 545. American Review of Reviews, vol. 44, p. 229. ~ 

* “ Scientific Management Methods at a Naval Magazine,” Engineering Magazine, 
vol. 42, p. 75. 

1 “* Reduction in Cost of Navy Yard Work,” American Machinist, vol. 33, p. 1200; 
“General Instruction for Machine-Shop Methods,” ibid., vol. 31, p. 610; “‘ Detailed 
Instruction for Machine-Shop Methods,” ibid., p. 645; “‘ Do Taylor’s Methods In- 
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Twoextended and complete accounts are those by Mr. 
Charles B. Going and by General William Crozier. 
Mr. Going’s article ' describes the results achieved by 
Mr. Emerson in the application of his form of scientific 
management to the Santa Fe Railroad, and presents 
the conclusions of a disinterested spectator removed 
from the stress of the conflict between the railroad 
managers and their critics. It will be discussed in 
more detail in the next section. The reports by General 
Crozier on the application of the Taylor System to 
government arsenals * are exceptional in that they give 
detailed costs and comparisons to an extent not con- 
sidered practicable by the managers of private concerns. 
The 1911 report gives an excellent brief résumé of the 
introduction of the system in the Watertown Arsenal, 
and a rather full demonstration of the statement that 
“the practical effect of these methods at the Water- 
town Arsenal has been a material reduction in the cost 
of general manufacture at that place,’ and describes 
the beginning of the trouble at that Arsenal with the 
molders and machinists. The 1912 report pursues the 
same subject and quotes comparisons of the cost of 
production at Watertown and other Arsenals where the 
system had begun to be installed with bids on the same 
items from outside concerns. The appendix to the 
1913 report gives the recent petition of the Watertown 
employees for the abolition of the Taylor System, and 
the extended and conclusive reply of General Crozier. 


crease Production ? " ibid., vol. 34, p. 1133; ‘‘ Output under Scientific Management,” 
ibid., p. 1202. 

The application to an automobile repair shop of the modification of the Taylor Sys- 
tem used by Mr. Emerson and his disciples is described by Mr. A. Flack in ‘“‘ Machine- 
Shop Experience with the Principle of Efficiency Reward," Engineering Magazine, vol. 
41, p. 641. 

1 “ The Methods of the Santa Fe,” Engineering Magazine, vol. 36, p. 909; vol. 37, 
pp. 9, 225, 337, 541. 


* Reports of the Chief of Ordnance for 1911, 1912, and 1913. Washington. 
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3. ScrentTiFIC MANAGEMENT AND THE RAILROADS 


In the Eastern Rate Case, the application of the rail- 
roads to the Interstate Commerce Commission for 
permission to raise freight rates was met by the shippers, 
under the advice of Mr. Louis D. Brandeis, with the 
counter-argument that, instead of raising the rates to 
spend more money, they should make their operation 
efficient to get more out of their present expenditure. 
In the course of the hearings, the following testimony 
was introduced : — 


Mr. Brandeis. You have been quoted, Mr. Emerson, as stating 
that in your opinion, by the introduction of proper efficiency system 
of scientific management, the railroads of the United States could 
effect an economy of perhaps $300,000,000 a year, or not less than 
$1,000,000 a day. j 

Mr. Emerson. That is correct — that is, I have been quoted as 


having stated that. 
Mr. Brandeis. Is it your opinion that that is the fact ? 
Mr. Emerson. At least that.’ 


Altho, as stated above, the decision of the Commission 
was not affected by this testimony, the publicity it 
received stirred up an intense discussion, much of which 
on the part of the railroads showed signs of the spirit of 
the man who has been stung. 

The best summary of the testimony bearing on this 
subject is by Mr. Louis D. Brandeis,? who has analyzed 
the meaning, the requirements, and the effects of 
scientific management, and who groups the evidence of 
the witnesses in accordance with the analysis. In an 


1 Brief on Behalf of Traffic Committee of Commercial Organisations of the Atlantic 
Seaboard, before the Interstate Commerce Commission, re Investigation of Proposed 
Advances in Freight Rates by Carriers in Official Classification Territory, p. 92. 


2 Scientific Management and Railroads. New York, 1911. Ably reviewed by Mr. 
Edward D. Jones in the American Economic Review, vol. 1, p. 833. 
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earlier article! Mr. Harrington Emerson had pointed 
out that, in his opinion, the railroads could save $300,- 
000,000 a year, and his articles * suggest the method by 
which he approaches this conclusion. Mr. Emerson 
had been retained by the Santa Fe to develop his form 
of scientific management in part of their work and the 
results are described by Mr. Charles B. Going,? who 
outlines the problems of the road and describes Mr. 
Emerson’s treatment of the stores keeping, shop order 
and works order systems, maintenance of motive power, 
the bonus system, the apprentice system, and relations 
with the employees. The bonus system is further 
described by Mr. Fred H. Colvin, editor of The Ameri- 
can Machinist.‘ 

Severe criticism of Mr. Emerson and his methods was 
made by Mr. Wilson E. Symons.’ Mr. Symons attacks 
Mr. Emerson’s statistics, shows the impossibility, in 
his opinion, of a million dollar a day saving, denies that 
Mr. Emerson’s work on the Santa Fe was of any value, 
and gives examples of what he considers real railroad 
Preventable Wastes and Lomes on Railroads,” Raliway Age Gasete, vol 45 p. 

2 “ How Railroad Efficiency Can be Measured,”’ Engineering Magazine, vol. 42, p. 
10; and “ The Methods of Exact Measurement Applied to Individual and Shop Efi- 
ciency at the Topeka Shops of the Santa Fe,”” American Engineer and Railroad Journal, 
vol. 81, p. 221. Mr. Emerson's work in the Santa Fe work-shops is praised by Mr. w. 
before the New England Railroad Club (Oct. 10, 1911). 

* “ Methods of the Santa Fe,” Engineering Magazine, vol. 36, p. 909; vol. 37, pp. 
9, 225, 337, 541. 

« “ How Bonus Works on the Santa Fe,” American Machinist, vol. 36, pp. 7, 165. 
See also two articles by Mr. Charles H. Fry, associate editor of the Railway Age Gazette, 
in the Railway Age Gasette, vol. 41, pp. 476, 504, followed by an editorial on the same 


subject, vol. 45, p. 413. Mr. Fry outlines the organization of the work on that road 
and illustrates with charts and statistics the results attained, particularly in machine- 


shops. 

It is generally understood that the influence of Mr. Emerson pervades the book of 
Mr. H. W. Jacobs, Betterment Briefs, New York, 1909. 2d ed., dealing with Santa 
Fe machine shop improvements, reviewed in the Railway Age Gazette, vol. 47, p. 1192. 

8 “The Practical Application of Scientific Management to Railway Operation,” 
Journal of the Franklin Institute, vol. 173, pp. 1, 140, 271, 365. See also his reply to an 
editorial criticism of his own paper in the Railway Age Gazette, vol. 51, p. 1107. 
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efficiency. Whatever may be the worth of Mr. Symons’ 
statistics, it is evident to any one acquainted with 
scientific management that he knows practically nothing 
of the latter subject, and the paper is valuable mainly by 
reason of the discussion participated in by many well- 
known railroad men.’ 

The bitterness of the reaction by some railroad men is 
illustrated in a series of anonymous articles,? with such 
titles as “‘ Extravagant Claims,” “‘ Impractical Theo- 
ries,’ “ Neglect of Human Element,” ‘ Unscientific 
Method and Impatience for Results,’ and “ Neglect 
of Large Factors,”’ which criticize severely some of the 
practices the writer had apparently met with. It is 
unfortunate that no means of identification are given, 
and there is apparently some point to the comment in 
the letter by Mr. F. L. Hutchins * to the effect that 
the writer of the articles was mistaken in his classifica- 
tion of “ efficiency men.” The articles are well worth 
reading, however, as they appear to describe accurately 
the kind of things done by the many ill-prepared and 
inexperienced practitioners of ‘‘ efficiency.” 

The objection to scientific management on the rail- 
roads on the ground that interference of the labor 
unions makes it impossible, is voiced by Mr. J.O. Fagan‘ 

1 In the same Journal appeared a defence of Mr. Emerson by Mr. C. J. Morrison, 
“ Letter on Scientific Management,” Railway Age Gazette, vol. 50, p. 214, and a fair 
criticism with acknowledgment of variation of the Emerson and the Taylor methods 
in an anonymous article on ‘“‘ What is Scientific Management ? "’ ibid., vol. 50, p. 839. 
Two good editorials on the subject are contained ineThe Railway Age Gazette: one of 
which, vol. 50, p. 18, holds that ‘“‘ the basic principles underlying scientific management 
are correct,” and the other, vol. 50, p. 210, that “ the value and effectiveness of scienti- 
fic time study cannot be questioned.” Some justification of Mr. Emerson's criticism 
of the efficiency of the railroads may be found in an article by Mr. L. C. Fritch, a well 
recognized railroad expert, on ‘‘ Opportunities for Economy on Railways,” ibid., vol. 
51, p. 1059. 

. The Mistakes of the Efficiency Men,” Railway Age Gazette, vol. 50, pp. 29, 230, 
391, 849, 1059. 

* Railway Age Gazette, vol. 50, p. 268, 


4 “ The Dream of Scientific Management on Railroads,’ Journal of Accountancy, 
vol. 12, p. 1. 
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who reiterates his point that the difficulty with the 
railroads is the employees.' 

Other fundamental objections to the application of 
scientific management to railroads are discussed by 
Professor W. J. Cunningham.* After stating the 
principles of the Taylor System, he discusses the 
testimony of Mr. Emerson and points out the vagueness 
of the methods proposed by him. He criticizes severely 
Mr. Emerson’s statistics and particularly the method 
by which he arrives at the one million dollar a day 
saving. Acknowledging the success of scientific man- 
agement in commercial undertakings, he points out four 
essential differences between manufacturing establish- 
ments and railroads: (1) area and extent of activity; 
(2) nature of product and output; (3) relations with the 
public and the government; and (4) relations with 
labor unions, — any one of which, in his opinion, makes 
an application of the system to railroads impracticable. 
He then shows that the railroads have in fact for some 
time been applying scientific management of their own 
kind, and that the remedy for their administrative 
difficulties lies in a further application of the same 
methods by better and more efficient men. 

Another railroad man, Mr. C. deL. Hine, in a stimu- 
lating and suggestive book,’ develops the thesis that 
specialization has already been carried too far on the 
railroads and that what they need is decentralization 


1 See also the discussion between him and Mr. E. H. Abbott in ‘‘ Humpty Dumpty’s 
Question, and its Answer,” Outlook, vol. 97, p. 543. The subject is also dealt with in 
an anonymous article in the Iron Age, “ Railroad Efficiency and the Labor Unions," 
Feb. 23, 1911; and the responsibility for the problem is traced in an anonymous article, 
“ Genesis of Railway Brotherhoods,” Railway Age Gazette, vol. 50, p. 782; the point is 
also mentioned by Mr. W. D. Hines in “ Scientific Management for Railways," Nation, 
vol. 91, p. 576. 


? “ Scientific Management in the Operation of Railroads,” Quarterly Journal of 
Economies, vol. 25, p. 539. 


3 Modern Organisation. New York, 1912. 
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rather than the increased centralization characteristic 


of scientific management.' 

One of the principal arguments of the railroads was 
that, so far as scientific management was applicable to 
railroading, it was already being applied, as was pointed 
out in Mr. Cunningham’s article already referred to. 
An attentive study of the examples given by the railroad 
writers, however, shows that in the main they have 
mistaken isolated applications of scientific methods for 
the systematized organization of administration, which 
is meant by “‘ scientific management.”’ * 

In the meantime, practical heed is being given to the 
possibility of making some form of application of the 
new system to railroading. For obvious reasons little 
is being published on this point, and any reference to the 
fact that the methods are those of Mr. Taylor or Mr. 
Emerson is carefully avoided.’ 

The fact seems to be, as expressed‘ by Mr. C. C. 
Leech, that “ the efficiency men simply got in wrong ” 
and that when personalities came to be forgotten, the 
railroad managers were as alive as any one to the possi- 
bilities of improvement.’ As evidence of the truth of 

1 Attention should also be called to two editorials in the Railway Age Gazette, vol. 
50, p. 265 and p. 387. 

2 See Mr. C. B. Brewer's “‘ Substitute for the Rate Increase,” etc., Scientific Ameri- 
can, vol. 104, p. 596; Mr. B. 8. Hinckley’s “ The Scientific Thought Applied to Railroad 
Problems,” in ‘‘ Technology and Industrial Efficiency,” p. 181. New York, 1911; Mr. 


8. M. Felton's “ Scientific Management of American Railways,” ibid., p. 221; and an 
anonymous article, ‘‘ The Comparative Merits of Functional and Geographical Systems 
of Organization,” Engineering News, vol. 64, p. 692. 

2 This is shown in the articles by Mr. W. J. Harahan on “ Scientific Management,” 
Railway Age Gazette, vol. 50, p. 212; by Mr. M. H. C. Brombacher on “ Application of 
Scientific Management to a Railway Shop,” ibid., vol. 51, p. 23; by Messrs. H. F. Stimp- 
son, L. W. Allison, J. S. Sheafe, and C. J. Morrison, on “‘ Application of Scientific Man- 
agement to a Railway Shop,” ibid., vol. 51, p. 33; and by Mr. B. A. Franklin on “ An 
Efficiency Experiment Station for the Railroads,” Engineering Magazine, vol. 42, p. 1. 

« “ A Letter on Efficiency,” Railway Age Gazette, vol. 51, p. 221. 

5 An anonymous article, ‘ Scientific Management of Railway Shops,” Machinery, 
vol. 10, p. 16, calls attention to the steps taken by railroads to investigate efficiency as 
8 result of the agitation; and an editorial in Engineering and Contracting, ‘“‘ The Rail- 
ways and Scientific Management,” vol. 35, p. 379, points out that scientific management 
is now being applied to the railroads. 
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this, may be cited the work in the Canadian Pacific 
Shops where scientific methods have been installed by 
Mr. Gantt and maintained and developed by Mr. 
Vaughan, a leading railroad expert.’ 


4. 


In current discussions of scientific management so 
much emphasis has been laid upon such things as time 
study, motion study, functional foremanship, instruc- 
tion cards, and slide rules, that there is serious danger 
of these mechanisms of the system being taken for the 
system itself. With the warning, however, that 
detailed methods, either separately or in mere aggre- 
gation, are not scientific management, it is worth while 
to report the best of the articles and books which have 
appeared describing these methods. Nor is it super- 
fluous to warn readers of these articles that the methods 
dealt with are so technical in their nature that their 
successful practice requires not only an expert in the 
methods used, but an expert in the proper adjustment 
of these methods to each other and particularly to the 
entire spirit of scientific management. 

There is an excellent series of articles dealing with the 
method of approach to the system,* most of which are 


1 In spite of the conclusion by Mr. George J. Burns in “‘ Notable Efficiencies in Rail- 
”” Engineering Magazine, vol. 42, pp. 161, 386, 616, that 

2 “ Canadian Pacific Shop Management,” American Machinist, vol. 35, p. 1164; 
and “ Scheduling Locomotive Repair Work on the Canadian Pacific Railway,’ Indus- 
trial Engineering, vol. 8, p. 380. 

* The best of these are Mr. James M. Dodge’s ‘‘ The Spirit in Which Scientific 
Management should be Approached,” Scientific Management, Tuck School Confer- 
ence, p. 142; abstract in Industrial Engineering, vol. 10, p. 350; Mr. H. K. Hathaway's 
“ Prerequisites to the Introduction of Scientific Management,"’ Engineering Magazine, 
vol. 41, p. 141; the editor of Industrial Engineering has an excellent editorial on “ In- 
stallation of Scientific Management,” Industrial Engineering, vol. 10, p. 301; and 
there is a good article in the Iron Age by Mr. E. M. Taylor, ‘“‘ Modern Methods and the 
Business Specialist,” vol. 84, p. 184. There is a suggestive and humorous account of 
the way not to do it, called “‘ Echoes from the Oil Country,” by Mr. W. Osborne, Ameri- 
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amplifications of the warnings so liberally scattered 
through Mr. Taylor’s own books. The point of all of 
them is that no management should undertake to 
develop the Taylor System in its plant, unless it is 
prepared for a very considerable expenditure of time, 
money, and effort and a slow process of mental revolu- 
tion on the part of itself and its employees. 

Of the growing shelfful of books on the entire subject, 
the best is of course Mr. Taylor’s Shop Management 
referred to above. This book deals mainly with 
machine shop practice, but the principles and methods 
are developed in such a way that their application to 
other types of industry is not difficult if made by those 
sufficiently trained. The book on Concrete Costs by Mr. 
Taylor and Mr. Sanford E. Thompson, referred to 
above, applies scientific management to concrete con- 
struction. The other books detailing methods of 
application are written by men who have studied more 
or less with Mr. Taylor, or have been strongly in- 
fluenced by his methods. One of the best of these is by 
Mr. F. A. Parkhurst, which includes a series of articles 
reprinted from Industrial Engineering. The book in- 
cludes an outline of the organization of a plant under 
scientific management, and detailed statements of the 
functions of all the principal functional foremen, an 
analysis of routing, stores systems and time study, a 
discussion of standardization and many illustrations of 
forms and appliances. The methods described are 
based on the practice of the Ferracute Machine Com- 
pany, and differ only slightly from the approved prac- 
tice of the original Taylor group. Another excellent 
book by Mr. Holden A. Evans, formerly Commandant 


ean Machinist, vol. 34, p. 1036; and another by Mr. H. K. Hathaway, in the discussion 
of Mr. Taylor's “‘ Art of Cutting Metals,” Trans. A. S. M. E., vol. 28, p. 281. 


! Applied Methods of Scientific Management. New York, 1912. 
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of the Mare Island Navy Yard,' deals particularly with 
machine shop, smith shop, and woodworking shop 
methods, and illustrates reductions in cost accomplished 
by these methods in Navy Yards under the author’s 
supervision. In addition to its treatment of costs, it is 
concerned mainly with such developments in the direc- 
tion of scientific management as may be undertaken by a 
manager not specially trained in the Taylor methods.’ 

The application of scientific management to foundries 
and machine shops is given in some detail by Mr. C. E. 
Knoeppel* in a series of articles reprinted from the 
Engineering Magazine. ‘This is an interesting and 
well-written description of the application of scientific 
management as interpreted by Mr. Emerson and his 
disciples.‘ 

The best articles describing the functions of the 
planning department are those by Mr. H. K. Hatha- 
way,’ in which he outlines briefly the duties of the 
functional foremen and illustrates the practical working 
of the extension of specialization to mental and super- 
visional work. 


Perhaps the most distinctive feature of scientific 
management in the popular conception of the term is 


1 Cost Keeping and Scientific Management. New York, 1912. 

2 There is a good statement of underlying principles in Mr. Evans’ article “‘ Scienti- 
fic Factory Management,” American Machinist, vol. 33, p. 1108. The “ System " Com- 
pany of Chicago has published a little book, ‘‘ How Scientific Management is Applied,” 
Chicago, 1911, consisting of a series of reprints of System articles. 

* Maximum Production in Machine-Shop and Foundry. New York, 1911. 

« Attention may be called to articles by Mr. Holden A. Evans, “ Detailed In- 
structions for Machine Shop Methods,” American Machinist, vol. 31, p. 16, and “ An 
Analysis of Machine-Shop Methods,” ibid., p. 468, and by Mr. Frederick A. Waldron, 
“ Modern Methods of Shop Management,” Iron Age, vol. 85, p. 982, which are almost 
too brief to be very useful. 

5 “ The Planning Department,” Industrial Engineering, vol. 12, pp. 7, 53, and 97. 
With these should be read an anonymous article, ‘‘ The Foreman’s Place in Scientific 
Management,” Industrial Engineering, vol. 9, p. 197; and the criticism of functional 
foremanship in Mr. John Calder’s ‘“‘ The Production Department,” Transactions, The 


.Efficiency Society, vol. 1, p. 155. 
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its time study. Current methods of time study, how- 
ever, are frequently confused with the Taylor method. 
In ordinary practice watches are often used to deter- 
mine roughly the time an operation usually takes, and 
the result is sometimes made the basis of a piece rate. 
This type of time study is known to the Taylor group as 
an “ over-all ” study and is never used by them. The 
Taylor method consists in the analysis of operations into 
their elementary units and the determination of the 
best methods and time for the performance of each of 
these units and their summation into a total time for the 
entire job. 

The best descriptions of elementary time study as 
practised by the Taylor group of engineers are those by 
Mr. H. K. Hathaway ' and by Mr. H. W. Reed.2 A 
comparison of these articles with the tables of operating 
times given in Babbage’s Economy of Manufactures will 
effectively dispose of any claim that the Taylor methods 
were anticipated by Babbage. 

The practice of time study involves motion study. 
The aim of motion study is to determine the most 
effective motion to accomplish a desired result; and one 
of the elements in the determination of its effectiveness 
is the time it takes to execute it. Time study and 
motion study, therefore, go hand in hand, but it is not 
impossible to make an effective and profitable motion 
study without the use of any timing device. There is 
an interesting foreshadowing of niodern motion study 
in an experiment carried out in 1837. This was de- 
scribed by Thomas Lefevre,’ a foreman in the famous 


1 “ Elementary Time Study as a Part of the Taylor System of Scientific Manage- 
ment,” Industrial Engineering, vol. 11, p. 85. 


2 “ A Time Study under the Taylor System,” American Machinist, vol. 35, p. 689. 
A good article is that by Mr. N. E. Adamson, Jr., “‘ The Taking of Time Study Observa- 


tions,” Industrial Engineering, vol. 10, p. 439. 
* Guide Pratique du Compositeur. Paris, 1883 (nouvelle edition). 
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printing plant of the Didots, who was struck with the 
fact that the traditional layout of the printer’s case was 
not the one best adapted to the setting of type, in that 
usually the compositor had to reach farthest for the 
most frequently used letters. Lefevre, therefore, re- 
designed the case with a view to the maximum economy 
of effort and, after a test of both layouts, adopted the 
revised case for his plant. After some years of struggle 
with the traditions of the printing fraternity, the new 
case was abandoned; but the experiment is a good early 
illustration of the application of motion study. 

The best descriptions of motion study as such are 
given by Mr. Frank B. Gilbreth... Mr. Gilbreth 
endeavors to list the variables affecting the efficient 
performance of manual work, and to point out the 
extent of their influence. They are classed as variables 
of the worker, including anatomy, brawn, contentment, 
creed, earning power, experience, fatigue, habits, health, 
mode of living, nutrition, size, skill, temperament, and 
training; variables of the surroundings, including 
appliances, clothes, color, entertainment, heating, light- 
ing, quality of material, rewards and penalties, size of 
unit moved, special fatigue-eliminating devices, sur- 
roundings, tools, union rules, and weight of unit moved; 
variables of the motion, including acceleration, auto- 
maticity, combination with other motions, cost, direc- 
tion, effectiveness, foot-pounds of work accomplished, 
inertia and momentum overcome, length, necessity, 
path, play for position, and speed. The application of 
motion study to operations so small that they cannot 
be noted by the human eye unaided is accomplished by 
means of moving pictures.’ 


1 Motion Study. New York, 1911. See also ch. xiv of his Bricklaying System. 
New York, & Chicago, 1909. 


2 “ Micro-Motion Study — a New Development in Efficiency,” Scientific American, 
vol. 108, p. 84. An illustration of the kind of results achieved is given by Mr. H. L. 
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The result of properly directed time and motion 
study is the standardization of methods and equipment 
to secure the largest output in the minimum time with 
no material increase of effort. Once standardization 
is effected, the method is reduced in detail to writing 
in the form of an instruction card ' which is given the 
operator as a guide to the accomplishment of the pre- 
determined standard of production. 

The multiplicity of data from which instruction cards 
are compiled must be reduced to such form that they 
can easily be made available. Particularly is this true 
in the case of the conditions affecting the most economi- 
cal cutting of metal. The vast body of information on 
this subject as given in such a work as Mr. Taylor’s 
“ Art of Cutting Metals” * must, for practical purposes, 
be made handy for use by the instruction card man. 
This is the purpose of the slide rules devised and 
described by Mr. Carl G. Barth.* Mr. Barth shows 
how the same methods by which slide rules for the 
solution of ordinary mathematical problems have been 
constructed, may be applied to the construction of slide 
rules for the solution of the more complicated mathe- 
matical problems involved in the determination of the 
proper speed, feed, and depth of cut for machine tools. 
Gantt, “‘ Hipped’ on Motion Study,” Industrial Engineering, vol. 8, p. 307, and by 
Mr. William D. Ennis, “‘ An Experiment in Motion Study,” ibid., vol. 9, p. 462. Pro- 
fessor Walter D. Scott, ‘‘ The Rate of Improvement in Efficiency,” System, vol. 20, 
p. 155, presents a useful side-light on its application. The following articles show how 
it may be used in fields outside manufacturing: Mr. E. M. Wooley’s “‘ Lost Motions 


in Retail Selling,” ibid., vol. 21, pp. 366, 465, ‘“‘ Getting Out the Mail,” ibid., p. 284, 
and Mr. J. G. Frederick and Mr. H. S. McCormack’s “‘ Motion Study in Office Work,” 
ibid., p. 563. 

1 These instruction cards are illustrated in the article by Mr. Hathaway on time 
study referred to above, and in the following: Mr. H. W. Reed’s “ Following a Fixed 
Schedule Under the Taylor System,” American Machinist, vol. 35, p. 1020; and “ Two 
Turret Lathe Instruction Cards,” ibid., vol. 36, p. 915. See also Mr. Frank B. Gilbreth’s 
“ The Instruction Card as a Part of the Taylor Plan of Management,” Industrial Engi- 
neering, vol. 11, p. 380. 

? Trans. A. S. M. E., vol. 28, p. 31. 

3 “ Slide Rules as Part of the Taylor System,” Trans. A. S. M. E., vol. 25, p. 49. 
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In spite of the fact that standardization is so funda- 
mental a feature of scientific management, nothing of 
any consequence has been written on the subject.'. In 
an article by Mr. P. Ballard,? the movement is criti- 
cized as not scientific, because its standardization 
methods stand in the way of progress. This illustrates 
a common fallacy in the discussion of standardization 
as that term is used by the scientific managers. It 
must be understood that standardization in their sense 
does not mean standardization of product, which is the 
common acceptance of the term, but the determination 
of the best material, equipment, and process discover- 
able at any given time and adherence to it until a better 
isfound. So far from standing in the way of progress, 
this conception of standardization rather stimulates and 
aids more rapid improvement. 

In the Taylor System, the term “‘ routing ” has two 
significations. Sometimes it refers to the physical 
layout of plants and the relationship of departments, — 
in this sense it is most completely treated by Mr. 
Charles Day;* more usually, however, it is concerned 
with the analysis of the sequence of operations on the 
work and the determination of the place and time for 
each operation and group of operations. On this latter, 
the most intricate feature of the system, practically 
nothing has been published‘ outside of Mr. Taylor’s 
Shop Management. 

1 The best available is in an article by Mr. Charles Day, “ Advanced Practice of 
Economical Metal Cutting,” Engineering Magazine, vol. 27, p. 549, and in a book by 
Mr. C. U. Carpenter, Profit-Making Management, New York, 1908. There is a 
brief but suggestive article by Mr. E. M. Wooley on “ Scientific Management in the 
Office,” System, vol. 20, p. 3, dealing with the standardization of office equipment and 
supplies, and a characteristic note by Mr. Frank E. Gilbreth on “ The First Case of 
Standardisation,” Trans., The Efficiency Society, vol. 1, p. 257, taking the shape of a 
brick as his example. 

2 “ Scientific Management and Science,” Cassier’s Magazine, vol. 41, p. 425 

2 Industrial Plants. New York, 1911. 

* The only reference of consequence outside the books is the article by Mr. H. L. 
M. E., vol. 
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Another characteristic feature of the Taylor System 
is the extensive use of classification and mnemonic 
symbolization. A series of articles by the present 
writer, points out the purposes and methods of classifi- 
cation and mnemonic symbolization and its application 
to the various functions of costs, administration, stores 
system, routing, and filing.' 

Altho the Taylor System has a distinctive type of 
cost accounting, its details have not been published. 
The first part of Mr. Holden A. Evans’ book? deals 
with the subject, but not exactly in the manner in 
which it is practised by the Taylor group.’ 

The Taylor method of administering a tool room is 
admirably described by Mr. R. T. Kent,‘ emphasizing 
the importance of standardization, classification, main- 
tenance, and control. The administration of belting 
is discussed by Mr. F. W. Taylor.* 

Attention has often been called to the fact that the 
second cardinal principle in Mr. Taylor’s system, the 
scientific selection and training of employees, has 
received no systematic treatment at the hands of the 
Taylor group, at least so far as selection is concerned. 
Training is duly emphasized and illustrated by Mr. 

1 C. B. Thompson, “ Giving a Business a Memory,” System, vol. 22, p. 588; 
“Memory Tags for Business Facts,” ibid., vol. 23, p. 21; ‘“ Taking Factory Costs 
Apart,” ibid., p. 131; “ Listing Stock to Index Wastes,” ibid., p. 260; ‘‘ Keeping Tab 
on Finished Parts,” ibid., p. 386; “ Right Filing and Easy Finding,” ibid., p. 586. 

The only other article on the subject is a brief abstract of a paper by Mr. H. G. 
Benedict, ‘‘ The Mnemonic Symbolizing of Stores under Scientific Management,” In- 
dustrial Engineering, vol. 12, pp. 24, 69. 

2 Cost Keeping and Scientific Management. New York, 1911. 

3 Mr. A. Hamilton Church’s, The Proper Distribution of Expense Burden, New 
York, 1908, and Production Factors, New York, 1910, describe a method arrived 
at by him quite independently, which has been used in part for some time by the 
Taylor group. There is a brief anonymous article on ‘‘ Cost and Time Keeping Outfit 
of the Taylor System,” American Machinist, vol. 29, p.761,and another by Mr. Charles 
J. Simeon on “ The Scientific Management of a Foundry,” Iron Trade Review, vol. 50, 
p. 68, which deal with some of the mechanical details. 

‘The Tool Room under Scientific Management,” Industrial Engineering, vol. 9, 


p. 87. 
5 “ Notes on Belting,” Trans. A. S. M. E., vol. 15, p. 204. 
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Gantt in his Work, Wages and Profits referred to above. 
There are two good popular articles on the subject by 
Mr. E. M. Wooley, “The One Best Way,” and “ The 
Wanton Waste of Labor” referred to above. The only 
thing I have found on the selection of employees by 
any one even remotely connected with scientific manage- 
ment is a pamphlet by Mr. Harrington Emerson,' 
and this is an argument for the application of a system 
of selection which can only be characterized as a refined 
and slightly modernized phrenology, described in a 
book by the originators, Dr. Katherine M. H. Blackford 
and Mr. Arthur Newcomb.’ 


It must be evident from this survey that the litera- 
ture dealing with the actual method of applying scien- 
tific management is as yet quite meagre. This situation 
is due to a number of factors, one among which is the 
natural reluctance of specialists to divulge the details 
of their profession, because of their apparently well- 
grounded fear that the attempt to describe methods 
which must be modified to meet a wide variety of con- 
tingencies must necessarily be inadequate and to a 
certain extent misleading, and that therefore it is safer 
not to attempt at all to describe them in writing. In 
view, however, of the rapid extension of scientific man- 
agement to many varieties of industries, and the com- 
parative scarcity of qualified ‘‘ experts,’’ it appears that 
the time is ripe for such an exposition of methods as 
may be immediately and directly useful to any manager 
of the requisite intelligence to sense their place in the 
system and to apply them with the thoroness and 
discretion necessary. 

This criticism of meagreness does not apply to one of 


1 The Scientific Selection of Employees. The Emerson Company, 30 Church 
Street, New York. 
2 The Job, the Man, the Boss. New York, 1914. 
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the principal methods of scientific management, — the 
use of wages as an incentive. There is nothing new 
about such use of wages, but the method of the Taylor 
group is characteristically different. With them wages 
are not used primarily as an incentive to production 
but as an incentive to the acceptance of standardized 
conditions and training and the following of instruc- 
tions. Increased production is the direct result not of 
the bonus or differential piece rate systems but of the 
utilization by the employee, in consideration of higher 
wages, of the improved methods, materials and equip- 
ment provided him by the management. This was the 
point, tho it is not made very clear, in Mr. Taylor’s 
paper on “A Piece Rate System and Shop Manage- 
ment” referred to above, and it runs all through Mr. 
Gantt’s Work, Wages and Profits. 


5. Tue Persona Factor 1n ScImENTIFIC 
MANAGEMENT 


The apparently cold-blooded statements of Mr. Tay- 
lor in Shop Management and The Principles of Scientific 
Management in regard to his methods of training em- 
ployees and the mathematical determination of the 


1 This is brought out a little better by Mr. Harrington Emerson in a paper on “ A 
Rational Basis for Wages,” Trans. A.S. M. E., vol. 25, p. 868. Out of the mass of 
books and articles on this subject, the following are also suggested, not necessarily be- 
cause they are written by members of the Taylor group, which few of them are, but 
because a study of them will help make clear the philosophy of the use of wage systems 
by that group. The following are comparative discussions of various methods of wage 
payment: Mr. S. E. Thompson’s “ The Taylor Differential Piece Rate System,” Engi- 
neering Magazine, vol. 20, p. 617; ‘' Differential Piece Rates ” (anonymous), Engineer- 
ing, vol. 80, p. 413; Mr. Clive Hastings’ ‘‘ The Efficiency of the Worker and His Rate 
of Pay,” American Engineer & Railroad Journal, vol. 81, p. 238; Mr. Harrington Emer- 
son’s “ Different Plans of Paying Employees,” Iron Age, vol. 82, p. 1150; and Mr. C. 
B. Thompson's “‘ The Reason for a Payroll,”” System, vol. 22, p. 249, and “ When 
Higher Wages Pay,” ibid., p. 339. To get one’s bearings in the discussion, the articles 
by Messrs. Towne, Halsey and Rowan referred to above, should be read, and the follow- 
ing: Mr. W. O. Walker’s “‘ The Value of Incentives,” American Machinist, vol. 26, p. 
996; and Mr. C. J. Morrison’s “ Piece Rates versus Bonus,” ibid., vol. 36, p. 178. 
Highly interesting in this connection are also Mr. Carroll D. Wright's “ Profit Sharing,” 
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incentives which actuate their conduct have led to a 
considerable discussion of the treatment of the ‘‘ human 
factor” by scientific management. Discussion is usu- 
ally based on the truisms that system cannot take the 
place of honesty and intelligence, that specialization 
can be carried too far, that driving is an undesirable 
feature of factory management, that the workmen 
should not be made into automata, that they should 
not be set working against each other’s interests, that 
attention should not be centered exclusively upon men 
above the average of ability, that the factors of habit 
and prejudice should not be ignored, that no solution 
of economic problems is complete which ignores the 
problem of distribution, and that the desires and aspira- 
tions of the men toward self-government and democ- 
racy must be recognized. Most of these points are 
mentioned in the Report of the House Committee on 
Labor appointed to investigate the Taylor and other 
Systems of Management,' leading to the conclusion 
that no recommendations were necessary, presumably 
because the criticisms suggested did not apply to the 
Taylor System. 

The importance of a consideration of the human 
problem is emphasized by Mr. William C. Redfield.’ 
The nature of the psychological problems involved and 
an indication of the method of approach to their solu- 
tion are discussed at some length by Professor Hugo 
Miinsterberg.* The significance of the work begun by 
Mr. Taylor and his associates as it appears to a psychol- 
ogist is emphasized, and examples are given of the more 
refined methods by which the psychological laboratory 


Bureau of Statistics of Labor, No. 15; and the Report of the British Board of Trade on 
Profit Sharing and Labour Co-partnership in the United Kingdom. London, 1912. 
' Government Printing Office, W>~bington, 1912. 
2 “ The Moral Value of Scier vic -gemont,” Atlantic Monthly, vol. 110, p. 411. 
Psychology and Industrial... © -y. 1913. 
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may be made an aid in the discovery of principles for | 
industrial application.' 

In a remarkable book by Miss Josephine Goldmark,? { 
there is a suggestion that, altho scientific management 


has thus far avoided the pitfall of driving, there has not 
been the intensive and scientific study of fatigue which 
might reasonably be expected from the scientific atti- 
tude of the leaders in the movement. Mr. F. H. 
Dwight * insists that the bonus as applied at the Beth- 
lehem Steel Works is but another method of driving. 
The completest answer to the criticism of practice, no 
matter what may be said in regard to the absence of a 
scientific study of fatigue, is made by Clark & Wyatt,‘ 
who give the results of an intensive investigation of 
the effect of the Taylor System on women employed 
under it. This inquiry, begun with the expectation of 
finding the science of driving reduced to practice, ended 
after exhaustive personal study in many plants in a 
complete exoneration of the Taylor-Gantt methods 
from this charge.* 

1 The fear that scientific management is an effort to substitute a system for integrity 
and ability is voiced by Mr. F. J. Whiting in ‘‘ The Personal Equation in Scientific 
Management,” Stone & Webster's Journal, vol. 8, p. 411. The fear of over-specializa- 
tion finds expression in an editorial in Engineering (London) on “ Scientific Manage- 
ment,” vol. 93, p. 289, and is apparently the point of an article by Dr. Luther H. Gulick 
on “ The Human Element,” Transactions of the Efficiency Society, vol. 1, p. 181, and 
of one by Mr. A. Hamilton Church on “ Intensive Production and the Foreman,”’ 
American Machinist, vol. 34, p. 830. The answer to these may be deduced from Mr. 
M. P. Higgins’ “ Intensified Production and Its Influence Upon the Worker,” Engineer- 
ing Magazine, vol. 20, p. 568; Mr. Frank H. Rose’s “‘ The Rise of Labor Through 
Labor-Saving Machinery,” ibid., vol. 27, p. 836; Mr. A. E. Outerbridge, Jr.’s “ The 
Educational Influence of Machinery,” ibid., vol. 9, p. 225, and ‘‘ The Emancipation of 
Labor by Machinery,” ibid., p. 1012. The value of scientific management in finding 
the place to which the laborer is best fitted and in fitting the man perfectly to fill it is 
emphasized in an editorial in Machinery, ‘“‘ Helping a Man to Find His Place,” vol. 18, 
p. 279; in Mr. David Van Alstyne’s “ Profitable Ethics,”’ in ‘‘ Technology and Indus- 
trial Efficiency,” p. 207, New York, 1911; and in Mr. Harrington Emerson's “‘ Ethics 
and Wages,” Outlook, vol. 99, p. 682. 

2 Fatigue and Efficiency, The Russell Sage Foundation. New York, 1912. 

* “ The Taylor System as a Machinist Sees It,” American Machinist, vol. 34, p. 989. 

‘ Making Both Ends Meet. New York, 1911. See especially chap. 8. 

5 Other significant articles on the same subject are: ‘‘ Scientific Management as 
viewed from the Workmen's Standpoint,” Industrial Engineering, vol. 8, p. 377, and 
Mr. Wilfred Lewis’ “ F. W. Taylor and the Steel Mills,"” American Machinist, vol 34, 
p. 655. 
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The criticism that scientific management suppresses 
the initiative and ambition of the workman is presented 
by Mr. Frank C. Hudson! and further discussed by Mr. 
Holden A. Evans,? and particularly and most effectively 
by Mr. Charles B. Going* who points out that one dis- 
tinctive feature of the modern systems of management 
is the restoration of the individuality of the workman. 

The complaint that the effect of the task and bonus 
method is to concentrate the efforts of each workman 
exclusively upon his own success and well-being, has not 
been dignified with a formal article, but is given expres- 
sion occasionally in the hearings before the House Com- 
mittee on Labor. It is pretty effectively answered in 
an article by Lieut. E. D. K. Klyce,‘ which points out 
the absolute necessity of mutual helpfulness and codép- 
eration in the Taylor System. 

Mr. Taylor talks so much about the “first class 
man ” and has emphasized so little his explanation that 
by the first class man he means the man adapted to the 
job he is doing, that the supposition is only natural that 
this system aims at the selection of the best only and 
the elimination of the average and mediocre.* 

The undue haste with which outside followers of sci- 
entific management have attempted to revolutionize 
the methods and habits of thought of workmen and 
employers has called forth impressive and valuable 
warnings from Mr. James Hartness.° 


1 “ The Machinist's Side of Taylorism,”” American Machinist, vol. 34, p. 773. 

2 “ Effect of the Taylor System: What is to Become of the Mechanic ? "’ American 
Machinist, vol. 33, p. 1095. 

3 “ The Efficiency of Labor,” Review of Reviews, vol. 46, p. 329. 

‘ “ Scientific Management and the Moral Law,” Outlook, vol. 99, p. 659. 

5 Illustrations given by Mr. Taylor do unquestionably show the strongly selective 
effect of his method; but this should not be allowed to distract attention from the effect 
of systematic training on the development of average and mediocre into “ first class "’ 
men. This misunderstanding underlies the criticism in Mr. John R. Godfrey's “‘ Elim- 
inating the Inefficient Man,” American Machinist, vol. 34, p. 1232. 

* “ The Factor of Habit,” Transactions, The Efficiency Society, vol. 1, p. 237. Still 
more effective is his book, The Human Factor in Works Management. New York, 
1912. 
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The relation of scientific management to larger social 
problems is hinted at by Mr. Taylor in The Principles 
of Scientific Management and the ultimate bearing of the 
application of the system to social welfare, through the 
reduction of the cost of production and the increase of 
the purchasing power of the consumer, is briefly sug- 
gested. If it could be supposed that the tendencies 
inherent in the system would be allowed to work 
themselves out to their logical conclusions, social and 
economic consequences of a far-reaching nature would 
reasonably be expected. This possibility has raised un- 
duly the hopes and enthusiasm of some of the advocates 
of the movement and has brought down upon it the 
criticism of those calmer individuals who realize, in the 
first place, that no economic tendency ever does or can 
work out to its logical conclusion, and, in the second 
place and particularly, that production and consump- 
tion are but a part of the entire economic problem. 
Those who are looking for a panacea for social ills and 
who suppose that scientific management was offered as 
such a panacea are keen to point out that it does not 
deal finally with the problem of distribution. Professor 
Edward D. Jones ' was acute enough to see that Tay- 
lor’s work developed a principle of distributive justice, 
namely, the rewarding of the individual for his individ- 
ual performance, and was not disappointed that it did 
not go further in this matter than it professed to go. 
Mr. Dexter S. Kimball in the article mentioned above, 
Mr. Ralph E. Flanders,? and Mr. W. H. Herschel * have 
pointed out, with the air of making a discovery that the 


1 Review of Taylor’s ‘Shop Management,” American Economic Review, vol. 2, 
p. 369. 

2 “ Scientific Management from a Social and Economic Standpoint,” Machinery, 
vol. 18, p. 764. 

3 “ Social Philosophy and the Taylor System — Will the Ultimate Result of the 
Taylor System be Beneficial ? "’ Engineering News (London), vol. 65, p. 577. 
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Taylor System does not solve the problem of distribu- 
tion. Mr. Louis Duchey ' hails the failure of the sys- 
tem to solve the system of distribution and its one-sided 
emphasis on production as the force which will do most 
to intensify class consciousness and hasten the dostruc- 
tion of capitalism. 

The test of democracy has of course been applied to 
this movement. Mr. Meyer Bloomfield? points out, 
apparently with some misgiving, that the loyalty of the 
employee must be secured by keeping the enterprise 
democratic; while Mr. Paul U. Kellogg,* one of the 
editors of the Survey, is more specific to the effect that 
this new industrial force must be socialized. Mr. Frank 
T. Carlton ‘ goes still further by pointing out how the 
movement should be made democratic by giving the 
workman a voice in the determination of the conditions 
and the rate of bonus under which he will work. Scant 
agreement with this conception can be found in the 
writings of Mr. Taylor. His attitude and that of men 
of similar training and experience ‘ is that the employee 
has no right to control or participate in the management 
of the establishment. If this is strictly true, there is 
obviously in scientific management no place for recog- 
nition of trade unionism, the collective bargain, and 
other mutually agreed arrangements. 


1 “ Scientific Business Management. What is it? What Effect Will it Have on 
the Revolutionary Movement ?” International Socialist Review, vol. 11, p. 628. 

2 “ Scientific Management: Codperative or One-Sided,” Survey, vol. 28, p. 312. 

+ “ A National Hearing for Scientific Management,” Survey, vol. 25, p. 409. 

« “ Scientific Management and the Wage Earner,”’ Journal of Political Economy, 
vol. 20, p. 834. 

§ “The Human Element in Scientific Management,” by Messrs. H. R. Towne, 
Oberlin Smith, John Calder, A. C. Higgins, and A. Falkenau, Iron Age, vol. 89, p. 912. 
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6. ScrenTIFIC MANAGEMENT AND ORGANIZED 
LABOR 


The attitude of Mr. Taylor and his immediate fol- 
lowers toward labor organization is difficult to determine 
from their writings. Thus he says, in Shop Manage- 
ment: ‘“ There is no reason why labor unions should not 
be so constituted as to be a great help both to employers 
and men. Unfortunately, as they now exist they are 
in many, if not most, cases a hinderance to the prosper- 
ity of both.” He acknowledges the current obligation of 
society to organized labor for increased safety, shorter 
hours and in some cases better working conditions. It 
appears to be his belief, however, that where scientific 
management is practised fully and completely, the 
working man is automatically protected by the self- 
interest of his employer, owing to the fact that the ad- 
ministration of the task and bonus is dependent on the 
willing coéperation of the man and the maintenance of 
his efficiency through the complete standardization of 
conditions. _ Nowhere is he very clear, however, on the 
practicability of the collective bargain in a scientifically 
managed régime; while on the other hand he is definite 
and forceful in his denunciation of some of the methods 
of unionism, particularly the restriction of output. 

Whatever Mr. Taylor’s real view of the matter may 
be, the fact is that the labor unions have taken a violent 
antipathy to scientific management. This is at least 
partly due to what one writer calls Mr. Taylor’s “ un- 
fortunate and tactless statements ”’ ! in regard to labor. 
There are, however, other and more fundamental rea- 
sons for this lack of agreement. An anonymous writer 


1 Mr. C. H. Stilson, “ Letter on Scientific Management,” American Machinist, vol. 
35, p. 175. 
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in the Electrical Railway Journal ' points out that spe- 
cialization, through its easy training of the unskilled, 
strikes at the heart of labor unionism as at present or- 
ganized. An editorial in the World’s Work * prophecies 
that “ the foolish unions will oppose it as they opposed 
the introduction of machinery, and lose.” The Century 
Magazine* observes that the labor union insists upon 
“equality.” Mr. G. F. Stratton in the Ouilook‘ finds the 
point of divergence in the fact that the unions set a min- 
imum wage which the employers treat as a maximum. 
The chief reason, however, appears to be found in the 
policy of restriction of output. The belief that restriction 
of output is a confirmed labor union policy is apparently 
borne out by the Eleventh Special Report of the United 
States Commissioner of Labor, on the Regulation and 
Restriction of Output,’— one of those Government 
reports which, like the report on the hearings before the 
Labor Committee investigating the Taylor System and 
the Report of the Civilian Expert Board on Industrial 
Management of United States Navy Yards, which 
favored the application of scientific management to the 
navy yards, was suddenly and mysteriously “ out of 
print ” almost immediately after publication. 

As was seen in an earlier section, railroads in their 
controversy with the scientific managers have not 
hesitated to point to the opposition of the labor unions 
as one of the reasons for the impracticability of the 
application of the system to their industry, and to sub- 
stantiate their argument, as in an article in the Jron Age ® 


1 “ Scope of Scientific Management,” vol. 41, p. 451. 

2 “ Scientific Management and the Labor Unions," vol. 22, p. 14311. 
3 “ Taking Ambition out of the Workman,” vol. 82, p. 462. 

* “ Ca-Canny and Speeding Up,” vol. 99, p. 120. 

5 Government Printing Office, Washington, 1904. 

* “ Railroad Efficiency and the Labor Unions,” vol. 87, p. 476. 


= 


LITERATURE OF SCIENTIFIC MANAGEMENT 555 


by quoting the restrictive laws of such an organization 
as the International Iron Molders’ Union.'! 

The published expressions of labor union leaders re- 
ferring directly to scientific management have ranged 
from an attitude of suspended judgment to one of bitter 
antipathy. Mr. John Golden of the Textile Workers,? 
is non-committal but suspicious. Mr. J. P. Fry of the 
Iron Molders? is sure that it is at least unscientific. 
Mr. James Duncan, vice-president of the American 
Federation of Labor,‘ conveys the impression that 
scientific management is the summation of all the evils 
of all the generations of oppression of the working man. 
Yet this opinion is mild compared with that of the 
before-mentioned Mr. James O’Connell (now a member 
of the National Commission on Industrial Relations, 
which just now is once more investigating scientific 
management) in an official letter to Machinists’ Unions; 
in which he says: ‘“‘ Wherever this system has been 
tried it has resulted either in labor trouble and failure 
to install the system, or it has destroyed the labor or- 
ganization and reduced the men to virtual slavery, and 
low wages, and has engendered such an air of suspicion 
among the men that each man regards every other man 
as a possible traitor and spy. ... We trust that you 
will be impressed with the importance of this matter, 
and will see the impending danger. Act quickly.” 
The published articles in newspapers on this subject 
are very numerous; they are not listed here as they are 
variations on the same theme. 

1 Other interesting articles on the attitude of the unions towards premium plans are 
those by Mr. H. M. Norris, “ Actual Experience with the Premium Plan,” Engineering 


Magazine, vc!. 18, pp. 572, 689, and Mr. James O'Connell, ‘‘ Piece Work not Necessary 
for Best Results in the Machine Shop,” ibid., vol. 19, p. 373. 


2 “ The Attitude of Organized Labor,” Journal of Accountancy, vol. 12, p. 189. 
3 “ Relation of Scientific Management to Labor,” Iron Trade Review, vol. 52, p. 917. 


4 “ Efficiency,” Journal of Accountancy, vol. 12, p. 26. 
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The Machinists Union and after it the American 
Federation of Labor have made the application of sci- 
entific management in government arsenals, particu- 
larly in the arsenal at Watertown, Massachusetts, the 
object of their official attack. Reference has already 
been made to the report of the committee appointed to 
investigate the trouble there in 1911. In the 1913 
report,' General Crozier deals with the recent petition 
of the Watertown employees referred to above. This 
petition is evidently the first gun in the campaign in- 
augurated by the American Federation of Labor at their 
1913 convention in Seattle, at which they decided offi- 
cially to fight the extension of the Taylor System.’ 

The best articles counselling the unions to take a 
saner point of view are those by Mr. Louis D. Brandeis,’ 
in which he argues that scientific management is but the 
application of thought and knowledge to industry, that 
increased efficiency and production operate in the in- 
terest of the working man, and that its progress and 
ultimate success are inevitable. The same thought is 
expressed by Mr. Harrington Emerson.‘ 

On the other hand, scientific managers have been 
freely advised to recognize more fully the necessity of 
coéperation with the unions. This is the attitude of 
Mr. John R. Commons,' who points out that the bonus 
system implies an individual bargain with the workman, 

1 Report of the Chief of Ordnance, 1913. Washington. 

Interesting articles bearing on the subject are those by Mr. Max H.C. Brombacher, 
“The Rock Island Arsenal Labor Trouble,” Iron Age, vol. 89, p. 476; by Lieut.- 
Colonel W. 8. Peirce on “‘ Government Shop Management,” ibid., p. 476; and an arti- 
cle, “ Scientific Management at United States Arsenals,” ibid., vol. 88, p. 1022, which 
includes a statement of former Secretary of War, Stimson. 

* “ The New Conception of Industrial Efficiency,” Journal of Accountancy, vol. 12, 
p. 35, and “ Organized Labor and Efficiency,” Survey, vol. 26, p. 148. 
anaoo Truth of Scientific Management,” Journal of Accountancy, 


5 “ Organized Labor’s Attitude Towards Industrial Efficiency,” American Economic 
Review, vol. 1, p. 463. 
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and therefore strikes at the very existence of the union, 
unless its terms can be made the subject of a collective 
bargain; of Dr. John H. Gray,' and of the present 
writer,’ who holds that the labor unions may and should 
assist in the determination of the standardized conditions 
and of aday’s work and its attainment, and that the exist- 
ence of the unions is and will continue to be necessary 
to maintain an adequate minimum wage. 


C. BERTRAND THOMPSON. 


Harvarp UNIVERSITY. 


1 “ How Efficiency Should Benefit the Employer, the Employee, and the Public,” 
Transactions, The Efficiency Society, vol. 1, p. 67. 

2 C. B. Thompson “ The Relation of Scientific Management to the Wage Problem,” 
Journal of Political Economy, vol. 21, p. 630. 
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REVIEWS 


ELSAS’ AUSNAHMETARIFE ! 


THis monograph contains, primarily: (1) a list of com- 
modity rates in force on Prussian railways, with explanations 
of the reasons for their introduction; (2) a discussion of the 
technique of Prussian commodity rate-making, and inciden- 
tally also of class rate-making; (3) a consideration of the 
economic effects of commodity rates in Prussia. The author 
collected his material while a graduate student at Tibingen, 
but states that he owed the initial suggestion to Professor 
Bernhard at Berlin. 

It is the merit of the book that it gives us a systematic 
discussion of the rates under which 64 per cent of the freight 
traffic in Prussia moves. Every thinking inquirer has long 
known that the Prussian class rates, whether on a value or on 
a space basis, were inadequate to handle the varied business 
of that country. The classes must have been subject to 
exceptions; there must have been divergencies in interest 
between different parts of Germany, and consequent local 
pressure upon rates, of the same sort with which we are 
familiar in the United States. To suppose otherwise would 
be to run counter to very widespread experience. Yet it 
must be said that well-informed Germans have to a marked 
degree avoided the treatment of commodity tariffs in their 
descriptions of German rates. An official high in the Bava- 
rian railway service assured the reviewer only last December 
that there were no competitive struggles between industrial 
interests in Germany that influenced railway rates. Ship- 
pers, he said, express “‘ wishes,” they do not make complaints. 

1 Elsas, Frits. — Die Ausnahmetarife im Giterverkehr. Ein Beitrag sur Gegenwar- 
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tigen Eisenbahntarifpolitik. Staatswissenschaftliche Abhandlungen. Stutt- 
gart: F. Enke. 1912. 
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Under these circumstances we welcome heartily the volume 
under review. ' 

The reasons for the introduction of commodity rates in 
Prussia Elsas states as four: (1) the desire to encourage 
domestic production by making it easier to procure raw ma- 
terials; (2) the wish to promote the sale of domestic products 
abroad, or in districts at home which are subject to foreign 
competition; (3) the wish to assist German trade centers in 
their competition -with foreign trade centers; (4) the hope 
of helping German transportation agencies in competition 
with foreign railroads and waterways. This enumeration, of 
course, does not mean that commodity rates have no effects 
except as therein indicated. To show the importance of 
special rates in the home trade one has but to cite the objec- 
tions raised some years ago by land owners in southern Ger- 
many to low rates on grain from eastern Prussia, or the 
complaints reported by Elsas which are directed by interior 
German points against the low rates accorded the seaports. 
It is possible at present to ship iron girders, for instance, 
from Dortmund to Bremen for 6.5 marks a ton, against a 
normal Special Tariff II rate of 9.6 marks. This prevents 
many towns south of Bremen from doing a distributing busi- 
ness to which they consider themselves entitled; for while 
the iron received under the commodity rate at Bremen can- 
not be forwarded on the same bill of lading, it is always 
possible to unload and reship it with a saving in expense 
sufficient to carry the freight back 44 kilometers. 

Special tariffs in Germany are classified into those relating 
to foreign trade (import, export, and transit tariffs), and those 
relating to inland trade. The latter sometimes apply be- 
tween all stations without exception, but often are limited 
to specified points of origin or of destination, or can be used 
only for shipments from specified points to other stations, 
also specified. Often, too, they are available only for 
limited periods of time, as in the case of special rates put in 
to meet a passing need. It is difficult to make an accurate 
general statement of the way in which these rates are con- 
structed. Zone tariffs are common. Generally the unit 
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rate per kilometer declines as the distance increases, but this 
is not universal, and in one case a unit rate declines up to 
distances of 400 kilometers and then increases. In any 
event the reduction from the class rate is apt to be con- 
siderable. Road building material which would normally 
take a rate varying from 2.6 to 2.2 pf. per ton per kilometer, 
plus 6 to 12 pf. per hundred kilograms terminal charge, 
enjoys in fact a rate of 2.6 pf. up to 50 kilometers, of 1 pf. 
from the 51st to the 100th kilometer, and of 1.4 pf. per ton 
per kilometer for the whole haul when the distance is over 
200 kilometers, with 6 pf. per hundred kilograms terminal 
in all cases. 

Elsas is no critic of the existing scheme of things. He 
says nothing of the opposition which it is credibly asserted 
exists in eastern Germany to tariff reductions that tend to 
hasten the growth of the West and to deprive the East of a 
much-needed labor supply; nor does he mention the con- 
trast between the interests of the Prussian railway system 
as a whole and the southern systems of Baden, Bavaria, and 
Wurtemburg, of which one result is perhaps the demand by 
Prussia that tolls be imposed upon the Rhine. There are 
also numerous questions touching the relations between the 
waterways and the railways in Germany which call for a 
solution; but no one of these is discussed. The monograph 
must not be taken for more than it is. It is not a profound 
discussion of the differences in local interests, altho it might 
have been that. It is a characteristic piece of German 
scholarly work: a painstaking, objective description of an 
important and neglected side of Prussian railway policy, 
full of information useful to students of German railways. 


Stuart DaacGeEtt. 
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BERNHARD’S UNERWUNSCHTE FOLGEN DER 
DEUTSCHEN SOZIALPOLITIK AND ITS CRITICS 


THE appearance in November, 1912, of a large pamphlet 
by Professor Ludwig Bernhard of the University of Berlin, 
entitled ‘‘ Undesired Consequences of German Social Policy ’” 
caused something like a sensation. Friedensburg’s book of 
a year before had been the work of an official unable to 
agree with his colleagues in the Imperial Insurance Office.* 
Friedensburg’s point of attack was the apparent degradation 
of the insurance system into poor relief at the hands of the 
insurance courts, and particularly the Imperial Insurance 
Office. Bernhard fears rather that the effect of the law is to 
instil into the insured a nervous hunt for pensions, a con- 
sciousness of bodily ills that leads to unconscious or often 
conscious exaggeration in the hope of higher pensions. 

Professor Bernhard is well known for his remarkable book 
on the Polish question,’ one result of which was the creation 
by the Prussian ministry of a special professorship for him at 
Berlin. The present pamphlet grew out of an address de- 
livered before the iron manufacturers in March, 1912.4 In 
four munths it reached a fourth edition, and during the 
present year is to be developed into a large book. 

Convincing at first reading, a closer inspection exposes 
much of the exaggeration so often charactistic of brilliant 
presentation. The harsh criticism aroused in Germany is on 
the whole justified, — Bernhard has, painted the shadows 
only. His disclosure of evils is not followed by a construc- 

1 Ludwig Bernhard, Unerwiinschte Folgen der deutschen Sosialpolitik. Berlin, 


1912, pp. 116. 

2 Ferdinand Friedensburg, Die Praxis der deutschen Sosialversicherung. Berlin, 
1911. Translated as ‘‘ The Practical Results of Workingmen’s Insurance in Germany "’ 
by Louis N. Gray. New York Workingmen’s Compensation Bureau, 1911. 


3 Die Polenfrage, 1907. 


4 Die Zukunft der Sosialpolitik, address delivered before the Generalversammlung 
der Eisenhiittenleute, March 24, 1912. Reprinted in Stahl und Eisen, 1912, pp. 
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tive program. Only in his middle section does he attempt 
to propose reforms, and most of these are slight. 

Yet his book has served a twofold purpose. Exaggeration 
is an effective method of directing attention to existent evils. 
An over-detailed code of industrial regulations, unnecessary 
bitterness in labor elections, increasing simulation and ner- 
vous disease consequent upon industrial accidents — these 
deserved attention. Especially in the last-mentioned field, 
Bernhard has aroused a storm of medical discussion that may 
help to settle much-vexed questions. He has forced econo- 
mists to consider medical aspects of social legislation. Sec- 
ondly, counter-criticism of Bernhard has perhaps led to a 
more intelligent judgment of the benefits of social insurance 
and social legislation in general. 

The book attacks the entire German social policy. It is 
divided into three parts: “‘ State regulation and private de- 
pendence,”’ “‘ The fight for insurance pensions,” and “ Politi- 
cal misuse of social institutions.” 

The first section deals with the world-old question of the 
relation of the individual to society. ‘‘ Are there concrete 
cases from which we can learn where to draw a line that 
we must respect?” ! In one chapter Bernhard points out 
the confusion resulting from the threefold supervision by the 
Bureau of Factory Concessions, the Police Bureau and the 
Employers’ Insurance Associations.* In the next two chap- 
ters he complains of the detailed inquisitiveness of the factory 
inspectors, who even inquire of the workingmen whether they 
have breakfasted before going to work. He protests against 
the “river of ink” that flows from the notices, lists and 
statistics required of the manufacturer, who must post in his 
factory the legal requirements, thus allowing “ an indirect 
4 Unerwinschte Folgen, p. 4. 

‘2 Before a manufacturer extends his business he must secure the assent of the 


Konsessionsbehirde, which employs trained architects, doctors, etc., to investigate the 
plans to see that nothing injurious either to the laborers or to the property 
is involved. See Hitze, Zur Wirdigung der deutschen Arbeitersozialpolitik, Minchen- 
Gladbach, 1913, p. 13. The police must see that proper measures for workingmen’s 
protection are enforced, and the Beruf haften are bound to instruct their 
members what safety-devices and regulations they consider necessary for the prevention 
of accidents. 
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control by the workers themselves.’ He must further, when 
Sunday or overtime work is necessary, submit a list of the 
workmen so employed, and the number of hours each. These 
are but samples. The regulations for Sunday industry with 
their exceptions, and exceptions to exceptions, and exceptions 
to these, are exasperatingly extensive. The legislative ar- 
rangement of recesses (when the working-time is over eight 
hours) is particularly inconvenient in the iron and steel 
industry. A schematic division of labor and pauses is not 
feasible in big industries, yet all the middle parties, with an 
eye to the labor vote, find “ nothing more harmless and 
nothing more natural.” The section closes with some 
remarks on government ownership. But except as the state 
feels compelled to maintain model working conditions, state 
ownership is not a part of the “ social policy.” 

Just what Bernhard’s own position may be is not clear. 
He admits the necessity of protective legislation on one page, 
and on the next protests against it. His rhetorical method 
leads him into exaggeration and inaccuracy. Hitze, for in- 
stance, has authoritatively disproved Berhard’s account of 
the origin of the Sunday labor-list laws as from deterrent 
motives.:. Bernhard had apparently trusted second-hand 
reports. 

In the third part of his book he recalls Abbe’s ideal of a 
constitutional system of industry, and the attempts of the 
Prussian government to introduce the elective Sicherheits- 
mdnner into certain branches of industry. ‘‘ Common labor 
for common interests, political warfare forgotten,” was the 
goal. How ill these hopes have been realized, he shows us 
in two chapters on “ The Election-War ” and “ Party-Rule.” 
The Sicherhettsmanner are not chosen from considerations of 
fitness, but are elected on strict party lines. The Social 
Democratic and Catholic laborers are thoroly organized in 
“free” or “‘ Christian’ unions; each group nominates its 
candidates, and the pre-election struggle is fierce and bitter. 
No means are spared to discredit the opposing candidates. 
Instead of softening class feeling, new bitternesses are engen- 

1 Hitse, pp. 31-35. Bernhard, pp. 19-21. , 
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dered. The Sicherheitsmdnner, once elected, are organized 
by their respective parties, are urged to use their posi- 
tions for party ends, to spare judgment upon party members 
and be stern to others.'_ A similar unfortunate state of 
affairs exists in the insurance associations. ‘ Every labor- 
leader,”’ says Bernhard, “ knows that it is possible through 
control of social institutions to attain three important polit- 
ical ends. First, an exact thoro orientation, by collection 
of useful material. Second, an intensive propaganda. 
Third, the payment of deserving party members with in- 
fluential, eventually even with salaried positions. ... And 
so the bright hope for ‘ common labor for common interests ’ 
37) 

Bernhard is largely right. ‘“‘ By making political the insti- 
tution of the Sicherhettsmdnner, the good purpose of the law 
is rendered entirely vain,” said the man who was largely 
responsible for it. ‘“ Party politics play a réle in our social 
elections which is far greater than is just,” admits Dr. Hitze 
in his reply to Bernhard.’ There are to be sure mitigating 
considerations. ‘“‘ That these elections are fought with 
weapons ethically to be condemned is surely regrettable,” 
says the Socialist Kampfimeyer,’ “ but it is true of all elec- 
tions to social or political institutions in which fundamentally 
contrasted interests meet.” To the laborer, “ they are wars 
for social existence, in the literal sense of the word, these 
political wars.” Parties represent distinct social and even 
hygienic positions, and it is a matter of importance to the 

1 Bernhard attacks particularly Social Democratic methods. Rudolph Wissell 
(Unerwinschte Folgen der deutschen Sosialpolitik, V. Correspondensblatt der General- 


kommission der Gewerkschaften Deutschlands, February 22, 1913), cites similar 
methods used by the Centrum. But altho he corrects Bernhard in one instance, he 


does not deny the general fact of electoral excesses. 

* He refers to Miller, Die Herrschaft der Sosialdemokratie in der deutschen Kran- 
kenversicherung. Berlin, 1910. 

2 P. 106. 

« Staatesekretir des Innern Hans Delbriick in the Reichstag, January 16, 1913. 
On this and previous dates the SicherheitsmAaner were severely criticised in the Reich- 
stag. See Reichst rhandlu Band 287, pp. 3024, etc. 


§ Hitse, p. 83. 


* Kampffmeyer, Tendenswissenschaft gegen Sosialpolitik. Sosialistische Monat- 
schafte, January 16, 1913, p. 6. 
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laborer to what program the candidate adheres.' Yet a 
fair-minded observer must admit that no class reconciliation 
has followed the introduction of these semi-democratic 
institutions.? The bitterness, even wickedness, of the party 


struggle remains. 


The central section, on “ The Fight for Insurance Pen- 
sions”’ has aroused most discussion and most dissension. 
Between data and conclusions we must distinguish — that 
the former do not justify the latter does not indicate their 
insignificance. Bernhard has been attacked for one sentence 
in particular: “‘ Workingmen’s insurance,” he says, “ shows 
moral and hygienic consequences which, at first accepted in 
the bargain as unavoidable evils, have gradually thrown the 
whole question of the benefit of workingmen’s insurance in 
doubt.” * This statement is more sweeping than Bernhard 
himself attempts to defend. A fairer exposition of his real 
position, I think, is found in his earlier address: “ You all 
know that the insurance idea is fundamentally sound... . 
But there are indirect effects which have become so important 
that it is time to speak openly about them. ... In Ger- 
many hitherto we have considered it manly and proper not 
to let the accidents of life overwhelm us, but to draw upon 
the slumbering reserve forces to help to win out through 
ignoring and becoming used to misfortune. Today the doc- 
tors report that this virtue scarcely exists except outside the 
working classes.’’ 

The insured laborers, he fears, are becoming enervated by 
their assured position. They readily give themselves up to 

1 See Kampffmeyer, Vom Kathedersosialismus sum Kathederkapitali Lud- 
wigshafen, 1913, p. 41. In the same paper (pp. 27-37), Kampffmeyer emphasises the 
political activity on the other side of the fence — by the capitalist class. And Hitse 
(pp. 83-84), comments on the undue party spirit shown in elections of all sorts; yet, he 


adds, we do not therefore propose to abolish elections. The Imperial Insurance Law 
of 1911 changed the form of government in the sickness insurance funds in an endeavor 
to decrease party politics. 

2 Altho Hitze (pp. 85-87) attributes to the social policy the growing revisionism of 
the German Social Democracy. 

3“ Die aber allm&hlich den Segen der Arbeiterversicherung iberhaupt in Frage 
stellen,” p. 90. 

‘ Die Zukunft der Sosialpolitik. Stahl und Eisen, 1912, pp. 642, 644. 
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bodily ills, they exploit their wounds, they exaggerate their 
pains; for so they can win larger pensions. ‘‘ The endeavor 
to utilize an accident is humanly so explicable that a dis- 
tinguished doctor has called such ideas an entirely normal 
occurrence even among the best people. But the peculiar 
danger lies herein, that broad paths were opened for this 
human weakness when compulsory pension-insurance was 
introduced for many millions of men, and when, partly from 
ignorance, partly in the desire to win the masses, the neces- 
sary precautions were dispensed with, and state insurance 
was given a form that actually invited misuse. In a land 
in which many millions of men are insured in the same 
fashion, many millions of eyes are watching the mechanism 
of payment. Every imperfection in the structure will be 
discovered and utilized, every possibility will be tested and 
quickly become known among the masses. And this ‘ orien- 
tation ’ of the masses is not left to accident, but is completely 
organized. Today the labor unions—socialist and all— have 
their standing representatives in the Imperial Insurance Office; 
their secretaries, through whom not only are the laborers 
supported in court, but the press supplied with material and 
the members of the Reichstag given their bearings. ... In 
this situation,” he concludes, “there is only one way to 
win clearness where party interests and party intrigues 
have clouded the horizon; one must study the medical 
literature.” 

In a short chapter he cites over seventy-five titles from 
the literature of the last twenty-five years on the nervous 
consequences of accidents and accident insurance. From 
the publication of Oppenheim’s Die trawmatische Neurose, 
in 1889, medical discussion has been prolific. In 1895 
Striimpell came to Oppenheim’s support. Singer in 1896 
published his important observations at Hamburg. The 
doctors began to urge reform of the insurance laws. Auer- 
bach in 1901, Quincke in 1905, Hoche in 1907 and 1910, 
Laquer in 1912 (among others) contributed further impor- 
tant evidence. anil 


1 Unerwinschte Folgen, pp. 47-48. 


j 
{ 
| 


REVIEWS 567 


The Hamburg data were based on comparative observa- 
tions of German and foreign laborers. The former, conscious 
of the right to a pension, got well more slowly than the latter. 
Subjective difficulties delayed the healing. Several doctors 
found a lack of codperation on the part of patients, an un-: 
willingness to get well quickly, an unwillingness to admit a 
full capacity for work. Despite the improvement in surgical 
methods a longer period is today required for cure than 
before the insurance.? A steady increase in nervous diseases 
consequent upon accidents is reported. Cure of such dis- 
turbances is the exception in Germany, while in countries 
granting lump-sum compensation it is the rule.* 

The third chapter handles simulation. ‘“ The insured 
seek so to date their old troubles, pains, stiff-jointednesses, 
that they may get the highest possible pension. Such simu- 
lations of causal connection, often carried out with great 
refinement, can only with great difficulty be proved by the 
doctors, and proof is almost impossible when the patient says 
that a previous injury has been badly aggravated.” The 
workers instruct each other in methods of simulation. The 
accident hospitals and doctors’ waiting-rooms become practi- 
cally schools for simulation, the old neurotics instructing the 
youngsters. Actual aggravation of bodily ills also occurs, 
and this is very difficult to detect. Finally, the doctors are 
unduly lenient towards patients whom they have come to 
know. 

Simulation and “ pension-hysteria ” are often difficult to 
distinguish. But in the diffusion of hysterical, neurasthenic 
and hypochondriac phenomena lies a greater danger. The 
former is a moral weakness — the latter a physical infection. 
Bernhard quotes Hoche,‘ “ After accidents which may in 

1 Lauenstein, Beitrige sur Frage der Erwerbsuufihigkeit, 1893-94. Sanger, Die 
Beurteilung der Nervenerkrankungen nach Anfall, 1896. Cited by Bernhard, p. 55. 
“2 Dittmer, Archiv fir Unfallheilkunde, etc., 1896, pp. 177 ff. Cited by Bernhard, 
p. 56. Similar observations have been made in Holland and Austria, 

" & According to Schaller, 9.3% cures in Germany, according to Wimmer 93.6 % cures 
in Denmark. Naegeli from Switzerland and Billstroem from Sweden report large per- 
centages of cures dfter lump-sum compensation. 

* Hoche, Geisteskrankheit und Kultur, pp. 25 ff. 


. 
ae 
a 
q 
> 
= 
= 


568 QUARTERLY JOURNAL OF ECONOMICS 


themselves be small and unimportant, nervous ailments enter 
of the most various kinds, connected with a general hypo- 
chondriac depression which makes the patient incapable of 
work and at the same time assures him of the legal right to a 
pension graded to his condition. It is not, as was at first 
thought, a case of intentional simulation of non-existent 
symptoms. The patient is ill, but — extraordinary as it 
seems — he would be well were there no pension law. , . . 
The fact of insurance and the right to a pension, and espe- 
cially the suggestive influence of the conversation of his wife 
and comrades, direct his attention . . . to his own bodily 
condition. The educative factor of need, the healing com- 
pulsion to pull himself together and do away with small ills 
by ignoring them, is no longer present.’’ Similar complaints 
he reports against invalidity insurance. The labor press, 
the labor secretaries, the ‘“‘ people’s lawyers ”’ constantly sug- 
gest the pension hunt. Every possible aid is given. A 
man’s friends urge him on, sympathize with his injury; his 
wife does the same, until he comes to watch his every pain 
and weakness with elaborate care. Individual cases may be 
excusable, but a social danger is present and is serious. The 
idea has become diffused that the mere fact of accident 
entitles to a pension, irrespective of capacity to work. 

That the prevalence of “ accident neurosis’ has not re- 
ceived more general attention Bernhard thinks is due to the 
statistics of Biss, Merzbacher and Stursberg,? who reported 
an exceedingly low number of such neurotics. (Biss 57 
cases in 71,800 accidents; Merzbacher 13 in 85,000; Sturs- 


1 But it is worthy of note that practically the whole of Bernhard’s, as of other 
attacks, is directed against accident insurance. Dr. Horn, for instance, after statistical 
investigation, reports simulation to be twice as frequent in accident as in invalidity 
cases. Arstliche SachverstAndige Zeitung, 1913, No. 11, p. 230. One cannot refrain 


very close and broad knowledge of actual conditions. 

2 Paul Biss, Arstliche Sachverstindige Zeitung, 1904, pp. 257 ff., and 1910, pp. 450 ff. 
L. Mersbacher, Zentralblatt fir Nervenheilkunde und Psychologie, 1906, pp. 905 ff. 
Schultse und Stursberg, Erfahrungen aber Neurosen nach Unfillen, p. 4. 
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from the observation that accident insurance is in Germany non-contributory, while 
{ the laborers contribute approximately half of the cost of invalidity insurance, and two- 
thirds to the sickness insurance, against which least complaint has been made. Aoci- 
dent pensions may, therefore, be looked upon as ‘‘ something for nothing,” of which it is 
rather clever to get as much as possible — as it is the employers’ association that pays. 
Just how much significance should be attached to this observation would require a 
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berg 24 in 14,259.) These statistics he attacks as based on 
an unwontedly narrow conception of “‘ accident neurosis,” 
and on inadequate evidence. Doctors still disagree in defin- 
ing “ accident neurosis”; indeed Bernhard feels it quite 
impossible to reach valuable statistical percentages. He is 
sure, however, that we can speak here of a “ psychic infec- 
tion” pervading the masses, of an “ epidemic diffusion of 
unhealthy ideas,” a disappearance of the sense of personal 
responsibility.’ 

That the period required for cure has increased since the 
passage of the insurance law and that it is longer among 
insured than uninsured, are established facts. But, as Dr. 
Fassbender ? points out, this is in part due to more careful 
observation of cases and is really desirable. Laborers are 
no longer allowed to return to work before complete recovery. 

The importance to be attached to Bernhard’s discussion of 
simulation and accident neurosis depends upon the extent to 
which the evils are believed to exist. Bernhard himself recog- 
nizes the extreme diversity of opinion in the medical pro- 
fession. The economists incline to minimize these evils. 
The doctors are more concerned, and their opinion is perhaps 
less academic. Those who discuss the matter are however 
in large part confidential doctors of the Berufsgenossen- 
schaften and so open to suspicion of bias. The oft-quoted 
opinion of Kuhn and Mobius* that “ the number of simu- 
lants which a doctor observes stands in inverse ratio to his 
medico-psychological knowledge ”’ is probably exaggerated,‘ 
but a confidential doctor is in fact liable to a sort of jailer’s 
pessimism. Pure simulation seems to be extremely rare, but 
exaggeration more or less conscious is undoubtedly frequent. 
It is often associated with cases of actual accident neurosis. 
Laquer * quotes Sachs as saying that there is a complete 

1 Bernhard, pp. 74, 75. 

? Fassbender, Das Recht des Arbeiters auf Rente und seine Wirkungen auf den 
Volkscharacter und die Volkskraft. Contribution to Hitse, p. 70. 


* Cited by Kaufmann, Licht und Schatten bei der deutschen Arbeit 
1912, p. 12, by Thieme. Handbuch der Unfallerkrankungen, 1909, vol. = 151, ‘and 
others. 


* See Stursberg, Unerwinschte Folgen deutschen Sozialpolitik ? 1913, pp. 22-23. 
» Laquer, Die Heilbarkeit nerviser Unfallsfolgen, 1912, p. 9. 
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series from one to the other. But Bernhard undoubtedly 
exaggerates both its frequency and the difficulty of detection. 
A well-instructed doctor should be able to detect simulation 
and to distinguish it from hysteria. Some of the evil prob- 
ably lies in insufficient instruction at the university clinics." 

Bernhard’s remarks on the increase of nervous conse- 
quences of accident among laborers are of doubtful signifi- 
cance. The evil is not confined to one class. Wissell? 
quotes figures showing an extraordinary increase of nervous 
disease in the German army and navy. The pension law is 
not the single cause of the increase. Economic development 
has brought with it an ever-increasing nervous strain. 
Monotonous factory-labor, the roar of machinery, the con- 
stant danger, the uncertainty of regular employment — all 
these have their effects. The frequency of nervous troubles 
in the United States, despite the lack of general accident 
insurance, is well known. Yet there exists among those 
insured against accident in Germany a disease which, how- 
ever variously defined, is recognized by all. The possibility 
of a high pension causes patients to work themselves into a 
nervously unsound condition through the worry of uncertainty 
and the hope of a high award. The continued possibility 
that the pension be lowered maintains this unsound state. 
Sometimes it is accompanied by objective symptoms, some- 
times not. It does actually tend to incapacitate patients for 
work. Further than this doctors are not agreed. Laquer 
and Naegeli make statements flatly contradictory to those of 
Schultze and Stursberg. Each doctor states his own con- 
clusions as the definitive opinion of the medical world. When 
doctors disagree what “ accident neurosis ”’ is and how wide- 
spread it is, where simulation stops and neurosis begins, 
whether neurosis be curable and how dangerous it is, Dr. 
Fassbender is certainly justified in saying that the time is 


1 See Stursberg, p. 32, and Naegeli, iber den Einfluss von Rechtsanspriichen bei 
Neurosen, 1913, p. 10. On the whole question of simulation see: Stursberg, pp. 18-23; 
Fassbender, pp. 70-75; Wuermeling, contribution to Histe, pp. 49-52; Horn; Schultse- 
Stursberg, p. 27, etc.; Naegeli, pp. 10-11, 17, 25, and Laquer, p. 5. a 
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not yet ripe for Bernhard’s work. To draw such sweeping 
and positive conclusions from such a medical maelstrom is 
surely presumptuous.' 

One expects from Bernhard proposals for great deena. 
He proposes, indeed, a group of excellent changes, but they 
are simple and relatively trivial — many are quite unrelated 
to the evils he has disclosed. Reform, he says, is difficult, 
because the great political parties anxiously avoid anything 
that might displease the masses. 

First he urges simplification of the process of appeal. The 
Imperial Insurance Office has for years been notoriously over- 
loaded. The Law of 1911 attempted some relief,? but Bern- 
hard thinks it only threw the burden upon the lower courts, 
and that the complexity remains.’ Against such reform 
none will protest; the government itself has for some years 
been working for it. 

Next, he urges removal of the so-called waiting time. Acci- 
dent cases are at present handled for the first thirteen weeks 
by the sickness authorities. This provision was inserted for 
two reasons: first, to introduce a contributory element into 
the accident insurance; second, because the sickness authori- 
ties were already in a position to give immediate treatment. 
When after three months the Berufsgenossenschaft assumes 
control, it often has no record of the previous course of the 
case, and an unpleasant break in the manner of treatment, 
often arousing suspicion in the patient’s mind, is probable. 
The Berufsgenossenschaften have a certain right to assume 
charge of cases before the waiting-time is past, but as Bern- 
hard observes, they have made slight use of it. Since 1906 
the Imperial Insurance Office has been constantly urging the 
taking over of cases by the Berufsgenossenschaften. The 

1 On the “ accident neurosis,” Laquer and Schultse-Stursberg are, perhaps, the best 


recent short works. Since the publication of Bernhard’s book, Naegeli has presented a 
Position at least as extreme and Stursberg has replied to Bernhard. 

2 With remarkable success: there were 23,001 cases before the Imperial 
Office in 1912 under the old law; in 1913, only 12,913. See Amtliche Nachrichten des 
R ts, February, 1914, p. 261. 


1913 has not yet been published, it is still impossible to ascertain if Bernhard be right. 
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Law of 1911 contained several paragraphs expressly designed 
to facilitate such procedure.! The utilization of the right, 
altho still small (1912: 2.81% of all cases) has steadily in- 
creased.? The figures for 1912 show an increase over those 
for 1906 of 73.4% in the number of cases so handled, and of 
87.6% in the amount so expended. It is naturally difficult 
to induce the Berufsgenossenschaften to assume expenses not 
required of them, and a large increase is not immediately to 
be expected — nor is it in all cases desirable.* 

Many writers have remarked on the superabundance of 
appeals from the lower courts, in pension cases. The over- 
burdening of the Imperial Office was to some degree relieved 
by the law of 1911. Many appeals are for cases of obvious 
simulation. Under the present system, appeal costs the liti- 
gant nothing. Bernhard urges a change. Already the 
Imperial Insurance Office may in some cases charge costs to 
the appellant, but has seldom done so. General opinion 
recommends further exercise of the right.‘ Bernhard’s pro- 
posal is once more justified, but not at all new or radical.’ 

Almost one-half of the pensions granted are for under 25% 
of the normal wage. Pensions of 5 and 10%, which are 
often granted, are really nothing more than a gift. In 1911, 
the government proposed that pensions under 20% should be 

? Book III, II, 2, §§ 573-576. 

2 In 1906, 1.96 % of reported accidents (1.52% of rural cases; 2.65% of industrial) 
were taken over by the accident insurance authorities; in 1909, 2.40%; in 1912, 2.81% 
(3.48 % of rural, 2.65% of industrial). From 1896 to 1906 the amount of such care had 
barely maintained the same level. The cost in 1896 was 478,552M.; in 1906, 714,072M. 
See Kaufmann, Schadenverhitende Wirkung in der deutschen A 
eee sich ts, February, 1914, 

* See Stursberg, p. 24. 


* Stursberg (p. 24), for instance, says that his experience leads him to believe that 
laying even a small portion of the costs to the appellant would exercise‘a strong deterrent 
effect. 


5 His figures as to appeals are, however, misleading, as he includes the unsettled 
claims of the previous year. Instead of 170,000 there were about 70,000 appeals in 
about 400,000 cases in 1911, 17.18% of all cases. Both amount and success of appeals 
have shown steady decreases since 1895. See Wissell, vol. ii, February 1, 1913. 

© Wuermeling (p. 54) says, “ three-quarters ” but he is in error. He takes his figures 
from the Leitfaden sur Arbeiterversicherung des Deutachen Reichs, Berlin, 1913, p. 47, 
but the figures he quotes are for incapacity for work from 0% to 25% — thus including 
0%. 
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granted for a limited period only. Political considerations 
prevented the passage of this provision. Bernhard justifi- 
ably renews the proposal. Stursberg'! approves it, and 
Wuermeling ? brings no sufficient argument against it. 

Bernhard’s final and most important proposal is that lump- 
sum compensation be adopted in cases of “ accident neurosis.” 
Such a plan has been tried in Switzerland,’ Denmark,‘ and 
Sweden ® with marked success. In most cases where the 
patient is obviously suffering from pure “ traumatic” or 
“accident neurosis,” the prompt settlement of his claim 
effects a cure. Medical opinion seems cautiously but 
generally to support Bernhard’s proposal. The question is 
still new and requires further study. None of the investi- 
gations are based on very extensive data. The present 
German law allows lump-sum compensation only with for- 
eigners, or when the pension would be under 20%, and in 
any case only with the consent of the insured. 

There are, of course, certain general objections to the prin- 
ciple of lump-sum compensation. Bernhard mentions only 
one, that with low caliber persons the compensation is very 
soon spent and they once more become a burden upon 
society. More important is that advanced by Wuermeling. 
While the pension can at any time be raised or lowered as the 
effects of the accident vary, lump-sum compensation may be, 
once for all, either too high or too low. The patient may live 
too long or not long enough. This argument, however true 
when applied to the insurance principle, is not relevant when 
that very adaptability to the patient’s varying condition is 

1 Pp. 24-25. P. 6A. 


Naegeli, Nachuntersuchungen bei traumatischen Neurosen (Ki 
fir Schweizer Arste 1910, No. 2,) reports cures in every case of traumatic neurosis 
uncomplicated by objective disease. 

4 Wimmer, Die Prognose der traumatischen Hysterie und ihre Beeinflussung durch 
die Kapitalabfindung. Zentralblatt fir Nervenheilkunde und Psychiatrie 1910, pp. 
117-123 reports from Denmark 93% cures after such treatment. 

5 Naegeli, Uber den Einfluss von Rechtsanspriichen bei Neurosen, p. 20, reports, 
after Bihlstrém, 90% cures in Sweden. 

6 See Wuermeling, pp. 54-59, Fassbender, pp. 76-78, Stursberg, pp. 25-26, Schultze- 
per pp. 28, 50 for very moderate opinions; Laquer, Naegeli, Horn, Uber 

nervése Erkrankungen nach Eisenbahnunfillen Bonn, 1913, Wimmer Leppman in 
Zeitschrift fir arztliche Fortbildung 1911, No. 22, etc. 
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in large part the cause of his continuing incapacity. Lump- 
sum compensation may be in such cases, as Wuermeling says, 
a form of surrender, but as he adds, it is a sacrifice that avoids 
greater sacrifices. 

One further objection is advanced in particular by Schutze.' 
It can cause lump-sum neurosis instead of pension-neurosis. 
It may strongly develop the nervous ailment in the period 
immediately following the accident; and as Horn? points 
out, lump-sum compensation to be effective must be immedi- 
ate. This only argues what all doctors seem to agree upon, 
that this form of compensation, while desirable in some 
cases, should be applied only sparingly, after thoro medical 
investigation, and where there seems good reason to believe 
that full capacity for work may be restored. The Danish 
method of an immediate limited compensation followed three 
years later by a definitive decision is perhaps best. 

In Germany further provision for lump-sum compensation 
is not likely, it seems, soon to be made. 

Such are Bernhard’s proposals for reform. They are not 
new, and they come somewhat as an anti-climax after his 
sweeping proclamations of disaster. One ray of hope he sees 
—jin growing bureaucratisation. We have passed through 
the age of baroque social legislation, he says, and are ripe for 
an era of rest. We need not fear the growing power of the 
Social Democracy. Party wars lead more and more to 
neutralisation — and that means bureaucratisation — of 
social institutions. In the sickness funds, everywhere, he 
sees a growing centralization of administration, and this 
he welcomes. (A curious contrast it makes to his demand 
for “ freedom ” from bureaucracy in his earlier chapters.) He 
sees displayed “ the tragedy of all great reform movements, 
that the unforeseen results are greater than the foreseen.” 
And finally, “after a proud and victorious era of progress 
the time has come to make fast what we have won and to 


break the way toward new goals.” * 


1 Schultse-Stursberg, p. 28. 

* Horn, Uber Simulation bei Unfallverletsten und Invaliden; Arstliche Sachver- 
st&ndige Zeitung, No. 12, June 15, 1913. 

P. 116. 
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The influence of Bernhard’s brilliant book has been great. 
It has called forth a vast mass of literature of varying worth. 
Some is in direct answer to Bernhard, some is less contro- 
versial. 

To the first group belong, of course, a great number of 
social-democratic replies, many of them rather wild.1. An 
exception is an excellent series of articles by Rudolph Wis- 
sell,? founded upon wide knowledge and supported by signif- 
icant statistics. Perhaps also written with some political 
“ Riicksicht ” is a book by the leader of the “ Kélnische Rich- 
tung ’’ in the Centrum, Dr. Franz Hitze.* This is by far the 
most important reply that Bernhard’s work has elicited. 
Dr. Hitze has left to Drs. Wuermeling and Fassbender the 
task of answering Bernhard’s criticisms of social insurance; 
he has himself replied to the rest. As a member of the 
Reichstag, he has been personally concerned in the passage of 
many of the measures for workingmen’s protection. Some 
of Bernhard’s data he shows to be quite inaccurate, and some 
of his criticisms petty. I know no better short statement of 
the theory of social insurance than his chapter on the 
fundamental conception and aim of workingmen’s insurance. 
This he follows with a statistical summary, and an estimate 
of the physical, economic and cultural contributions made 
to the German nation by its social policy. 

Wuermeling and Fassbender, in chapters in the volume 
containing Hitze’s criticisms, find fault with Bernhard’s 
interpretation of medical opinion. More thoro is Sturs- 
berg’s reply, already referred to. Stursberg is immediately 
concerned with the rehabilitation of his own statistics, which 
Bernhard had attacked; but he also considers Bernhard’s 
whole discussion of accident insurance. Between Bernhard 


1 Perhaps the best of such is Kampffmeyer, Vom Kathedersozialismus sum Kathe- 
derkapitalismus. Ludwigshafen, 1913, p. 48. 

2 Rudolph Wissell, Unerwiinschte Folgen der deutschen Soszialpolitik. Correspon- 
denzblatt der General-Commission der Gewerkschaften Deutschlands, Berlin, 1913, 
Nos, 4, 5, 6, 7, and 8. 

Geh. Oberregierungsrat Dr. Wuermeling und Sanitétsrat Dr. Fassbender. Minchen- 
Gladbach, 1913, pp. 122. 
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and his opponents, he takes a middle stand. Neurosis and 
simulation he thinks far less frequent than Bernhard reck- 
oned, but still significant. From a more thoro preparation 
of doctors he expects the greatest advance. The columns 
of many medical journals! have copiously discussed the 
medical problems. The excellent works of Laquer, Naegeli, 
Wimmer and Schultze-Stursberg,? tho published before 
Bernhard’s book, contain important contributions to the 
discussion of pension versus lump-sum compensation. 
Naegeli’s more recent paper * sums up admirably a rather 
extreme position. 

Not a single economist has come out in defense of Bern- 
hard, if we except the laudatory article of the economic 
editor of Stahl und Eisen Zahn,® Lenz,° and Witzle- 
ben” have been outspoken in their criticism, as have others 
too numerous to mention. Alfred Weber,’ in an essay in 
which he calls for greater emphasis upon the spiritual instead 
of upon the merely material conditions of existence, pauses 
to attack Bernhard severely. Ritzmann,’ while agreeing 
with Bernhard’s complaint of complexity in the industrial 
laws, feels them quite necessary. 

Social insurance at its inception sought chiefly to soften 
the contrasts of industrial warfare and to keep the laborers 
above the poor law line. A third purpose — to raise the 
national health by immediately prophylactic measures — 
has developed in importance since. Bernhard’s book has 

1 In particular, the Arstliche Sachverstindige Zeitung. One of its editors, Erwin 
Franck, criticises Bernhard unsparingly, 1913, Nos. 6 and 17. 

2 See notes 3 and 6 to page 573. 

* Naegeli, Uber den Einfluss von Rechstanspriichen bei Neurosen. 

« Dr. Beumer in “ Der Tag,” 1912, No. 282. 

§ Friedrich Zahn, review of Bernhard’s book in Zeitschrift fir die gesamte Ver- 
icherungswissenschaft, 1913, pp. 262-264. 

* Friedrich Lens, review of Bernhard’s book in Preussische Jahrbiicher Band 151, 
1913, pp. 543-556. 

? G. V. Witsleben, review of Bernhard’s book in Schmoller’s Jahrbuch fir Gesets- 
gebung 1913, p. 489-496. 

* Alfred Weber, Neuorientierung in der Sosialpolitik? Archiv fir Sosialwis- 
senschaft und Sosialpolitik, Band 36, 1913, pp. 1-13. 

* Ritsmann, Sosiale Gesetze und moderne Betriebsleitung in ihren Beziehungen su 
den Erfolgen der nationalen Wirtschaft. Sosial Technik, 1913, Heft 15. 
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renewed discussion of the success of social insurance in achiev- 
ing these purposes. In the first insurance has obviously 
failed. Zahn ' and Wissell * have found no actual diminution 
in poor law expenses, but both feel that without insurance 
the increase would have been greater. The minimum of 
existence has been raised. Zahn thinks the circle of entire 
dependents has relatively decreased; Wissell lays more 
emphasis upon the ever-rising standard of living. 

Hitze accepts the prevalent opinion that the immense 
amounts expended for sanitary and medical purposes have 
actually improved the health of the German people. Zwie- 
dineck-Siidhorst * also takes this stand, but feels that further 
advance would endanger individual self-dependence. Alfons 
Fischer,‘ however, attempts to show that the beneficial 
influence of social insurance 'has not kept pace with the 
degeneration being wrought by industrialization, and there- 
fore demands its further extension. 

The present year may bring forth an authoritative report 
from the Reichsamt des Innern on the economic, physical, 
moral and social effects of the German workingmen’s legisla- 
tion, and its effects on industrial evolution. The discussion 
in the Reichstag, January 23, 1913, brought forth a request 
by the Centrum for such a work, and the government agreed 
to undertake it. Meanwhile, we may judge its tone from 
the most recent book of the optimistic president of the 
Imperial Insurance Office. An earlier paper of his,® appear- 
ing just before Bernhard’s, did much to prevent general 


1 Zahn, Arbeiterversicherung und Armenwesen in Deutschland, Archiv fir Sozial- 
wissenschaft und Sozialpolitik, Band 35, pp. 418-486. 

* Rudolph Wissell, Arbeiterversicherung und Armenpflege. Sosialistische Monats- 
hefte, vol. xvii, pp. 308, 318. 

2 u. Zwiedineck-Siidhorst, Hat die deuteche Sosialversicherung die in sie gesetzten 
Erwartungen erfillt ? Zeitschrift fir die gesamte Versi ungs haft,1913, pp. 
273-290. 

* Alfons Fischer, Vermisste Folgen der deutschen Sozialversicherung; Jahrbiicher 
far Nationalekonomie, Band 46, 1913, pp. 577-602; and by the same writer, Einfluss 
der sozialen Gesetsgebung auf Verhiitung, Erkennung und Verlauf der Krankheiten, 
“ Krankheit und Sosiale Lage."” Miinchen, 1913, pp. 787-840. 

* Paul Kaufmann, Schadenverhiitendes Wirken in der deutschen Arbeiterversiche- 
rung. Berlin, 1913, p. 151. 

* Licht und Schatten bei der deutschen Arbeiterversicherung, Berlin, 1913, p. 18. 
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acceptance of the latter’s conclusions. The present work 
is an excellent summary of the contributions of social insur- 
ance in Germany to public health, and includes discussion of 
many of the recent problems of insurance administration. 
Its possibly too laudatory tone makes it serve well as an 
optimistic antidote to Bernhard’s pessimism. 


Lewis 8. GANNETT. 


Germany. 


NOTES AND MEMORANDA 


THE GERMAN POTASH LAW OF 1910 


In my article on the Potash Industry,' published in the 
November issue of this Journal, some passages may be liable 
to misunderstanding, and call for a word of explanation. 
They refer to the controversy between the Prussian govern- 
ment and the American potash buyers concerning the potash 
law of 1910. It is beyond question true that this law, tho in 
its terms not discriminatory against the individuals of any 
nation, nevertheless in fact discriminated against American 
purchasers, and was designed to discriminate against them. 
By its wording the law applied to all German potash mines 
which produced amounts beyond a certain specified allot- 
ment; hence technically it would not appear to be discrimina- 
tory. But the American potash purchasers held contracts 
with the only mines which were liable for the supertax im- 
posed by the law on any production in excess of the specified 
allotments. Moreover, these contracts had been made in 
such terms as to render them susceptible of a construction 
whereby American purchasers would be made liable for the 
payment of this extremely heavy supertax. In other words, 
not the owners of the German mines, but the American pur- 
chasers from them, were the persons threatened by the 
measure, and meant to be threatened. Certain it is that the 
result of this combination of circumstances was decidedly 
unfavorable to American buyers, and to all intents and pur- 
poses amounted to discrimination against them. 

Whether the administration of President Taft would have 
been justified under these circumstances in exercising the 
retaliatory powers given by the tariff act of 1909 is a question 
of political expediency on which I should hesitate to give an 


1 See page 177 of the November issue. 
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opinion. Matters of this sort lie outside the economic 
problems with which my discussion was concerned. 

The immediate occasion of the potash law of 1910 was 
thus the wish to get rid of the American contracts just 
referred to. Yet the events of previous years had paved the 
way for drastic control of the industry. The German govern- 
ment had played a large part in the history of the potash 
industry from its inception; there had been agitation in 1905 
for a state potash monopoly; previous measures, such as the 
Gamp law of 1905 and the mining law of 1907, had failed 
signally to bring the relief desired for the industry; this bill 
itself had been under discussion from February until May 
1910, — all these circumstances indicate that the German 
government had long been determined to keep in its hands 
full control of the industry and of the prices of the products. 

That the law has not secured all the ends desired by the 
German government, and in particular has not prevented an 
increase in the number of mines and in their output, is now 
admitted. Neither can it be said to be a measure for con- 
servation, except in the sense that the German government 
wishes to retain for itself and its subjects the benefits of a 
natural monopoly of supply. German potash supplies are 
virtually inexhaustible, and the law of 1910 was neither 
necessary for conserving them nor designed for that end. 
It was a tactical manoeuver directed against the American 
purchasers, and successful against them because of the 
unwillingness of the American government to exercise a 
vigorous influence in their behalf. 

H. R. Tospat. 


UNIvERsITY. 
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NOTES AND MEMORANDA 


PUBLIC OWNERSHIP OF TELEGRAPHS AND 
TELEPHONES 


Tue report entitled, Government Ownership of Electrical 
Means of Communication, prepared by a committee of the 
Post Office Department and transmitted to Congress by the 
Postmaster General in response to a Senate Resolution of 
January 12, 1914, contains the evidence upon which the 
Postmaster General based his recent declaration that the 
policy of government ownership of telegraphs and tele- 
phones should be adopted in the United States. Congress- 
man David J. Lewis of Maryland, a leading advocate of 
government ownership of telegraphs and telephones, founds 
his case for public ownership largely upon evidence of a 
similar character to that contained in this report.2 The 
American Telephone and Telegraph Company, on the other 
hand, challenges the validity of much of this evidence.* The 
importance of the subject, as well as the conspicuous position 
of the parties concerned, warrant a brief examination of this 
evidence and of its significance for the problem of public 
ownership. 

The Post Office departmental report consists in the main of 
a statistical comparison of postal, telegraph, and telephone 
services and rates in the United States and abroad. The 
postal service everywhere is in the hands of the government; 
the telegraphs are government enterprises in every important 
country except the United States; and the telephones are 
administered as a part of the governmental telegraph monop- 
oly in almost every important country except the United 
States. With respect to postal development as measured 
by the number of letters received per capita per annum, the 
United States leads all the rest. With respect to telephone 

1 See Annual Report of the Postmaster General for the fiscal year 1913. 

* See Congressional Record, December 22, 1913, and January 17, 1914. 


* American Telephone and Telegraph Company, Commercial Engineer's Office, 
Commercial Bulletin No. 7, March 2, 1914. 
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development as measured by the number of local calls per 
capita, or by the number of instruments in use, the United 
States leads all the rest. With respect to telegraph develop- 
ment as measured by telegrams received, the United States 
is surpassed by eight other countries, and by one of them, 
New Zealand, in the proportion of eight to one. From 
these statistics the Postmaster General infers that private 
ownership of telegraphs in the United States has been less 
efficient, as compared with other countries, than public 
ownership of the postal service, and that consequently the 
American people might expect a more efficient telegraph 
service through the “ postalization” of the telegraphs. 
Congressman Lewis draws the same conclusion from similar 
statistical evidence. 

By another statistical comparison the Post Office depart- 
mental report shows that the number of telephone calls per 
employee in the United States is low as compared with many 
important foreign countries, whilst on the other hand, the 
number of pieces of mail handled per postal employee in the 
United States is high as compared with foreign countries. 
From this comparison the inference is drawn that the tele- 
phone systems of the United States as well as the telegraphs 
are inefficiently managed, compared with the governmental 
telephone systems of foreign countries, or with the postal 
system of the United States. By other statistical compari- 
sons the Post Office departmental report indicates that 
telegraph and telephone rates in the United States under 
private ownership are higher than abroad under public 
ownership, whilst postal rates are substantially the same. 
Consequently, it is inferred that “ postalization” of the 
telegraphs and telephones in the United States would bring 
about lower rates as well as a more extended service than is 
now the case. In short, the Postmaster General concludes 
that the cheapest and most popular service can be expected 
only under public ownership. Congressman Lewis draws 
the same conclusions. 

The American Telephone and Telegraph Company is 
equally positive in its assertions to the contrary. It denies 
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that the institutional inefficiency either of the American 
telegraph service or of the telephone can be demonstrated by 
such statistical comparisons as are employed by the Post- 
master General. On the contrary, it contends, the institu- 
tional efficiency of both services is “ clearly superior to that 
of any governmental system.” The low comparative 
development of telegraphs in the United States, in its opinion, 
is explained by the “‘ greater efficiency and distribution of the 
telephone.” ! The greater efficiency of the American tele- 
phone system becomes obvious, in the opinion of the tele- 
phone company, when one compares the actual services 
rendered by the telephone in the United States, with those 
rendered by the telephone under government ownership 
abroad. Telephone rates, both local and long-distance, are 
lower, when consideration is taken of the differences in the 
character of the service and in the value of money in the 
United States and abroad. In short, the company claims 
that both telegraph and telephone rates are actually lower in 
this country, and that the service, considered as a whole, is 
more widely extended than anywhere else on earth. In the 
few countries where the telegraph development, taken alone, 
is greater than in the United States, the superior foreign 
development is easily explained by circumstances which 
reflect no credit on governmental ownership as compared 
with private ownership in the United States. 

Thus the controversy over the comparative merits of 
government and private ownership becomes a controversy 
over the comparative merits of government and private 
statistics. 

It must be confessed that the Postmaster General’s statis- 
tics leave much to be desired. Comparisons of the number of 
telegrams received or of the number of local or long-distance 
telephone calls per capita are misleading, unless it also appears 
that the service rendered by the average message or call is 
substantially the same. This does not appear from the 
Postmaster General’s comparison. Comparisons of tele- 


1 See Annual Report of the American Telephone and Telegraph Company for 1913, 
p. 5. 
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graph and telephone rates likewise depend for their validity 
upon proof of the substantial identity of the services for which 
the rates are charged. Moreover, comparisons of rates are 
inconclusive, unless account is taken of the comparative 
value of money in the various countries, and of the various 
degrees of profitableness of the systems compared. If, as in 
fact is generally the case, a government telegraph system 
is unprofitable, the amount of the deficit must be distributed 
over the traffic in order to estimate the true cost to the public 
of the service rendered. Statistical comparisons designed to 
reveal the comparative efficiency of different telegraph or 
telephone systems are especially liable to misinterpretation. 
A comparison of the number of messages delivered per 
employee by the telegraph administrations of different 
countries may indicate that those countries with a low ratio 
of messages delivered per employee possess a comparatively 
inefficient service; but it may also indicate that the service 
is comparatively widespread. A wide extension of an 
efficient service into places with comparatively little traffic — 
a highly commendable situation, one would think — will 
yield a low ratio just as the maintenance of an inefficient ser- 
vice exclusively in the larger business centers will vield a 
high ratio. 

These criticisms of the Postmaster General's statistics do 
not warrant one’s jumping to the conclusion tiat his figures, 
revised in the light of fuller and more exact information, 
would prove the superiority of private ownership. So far 
as concerns the Postmaster General’s case for public owner- 
ship, they warrant nothing more than the bringing in of a 
Scotch verdict, not proven. A judicious man, like the author 
of the telephone company’s Commercial Bulletin No. 7, will 
use statistics, not for the purpose of proving much by them, 
but to save himself from having unproved conclusions foisted 
upon him by others. 

The objection to the statistical evidence presented in the 
Post Office departmental reports is not the difficulty of 
drawing from it some valid and trustworthy conclusions, — 
tho that difficulty is real enough. The serious objection lies 
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in the fact that such statistical comparisons are likely to 
prove altogether too much. A comparison, for example, of 
telephone development in Iowa with that in Mississippi will 
furnish the same evidence of disparity with respect to effi- 
ciency as is afforded by the Postmaster General’s compari- 
sons in the case of the United States as a whole and Europe.! 
In the cotton belt, however, private enterprise has enjoyed the 
same freedom as in the corn belt. If the development of the 
service in the former has lagged behind that in the latter, 
the explanation must be sought in circumstances wholly 
unrelated to the question of government versus private 
ownership. In fact, the physical, economic, and social 
conditions are very different in Iowa from what they are in 
Mississippi, and differences in the development of the means 
of communication inevitably ensue. This is true, not only of 
the telegraph and telephone, but of all the means of communi- 
cation, and, indeed, of labor-saving devices generally. One 
would expect to find in Iowa, not only more telephones than 
in Mississippi, but also more automobiles, type-writers, 
cash-registers, steam shovels, and fountain-pens. The same 
holds of a comparison between the United States as a whole 
and Europe. The question of government versus private 
ownership certainly has little relation to these differences. 
The Postmaster General, in his attempt to prove the 
desirability of the “ postalization”’ of the telegraphs and 
telephones, has barked up the wrong tree. The American 
public will never be convinced of the superiority of govern- 
ment ownership by statistical comparisons. Whether or 
not government ownership will ‘f pay” in this country, 
depends partly upon the price which must be given in order 
to acquire the existing telegraph and telephone properties, 
but in the long run mainly upon the character of the organiza- 
tion which will be provided under government ownership for 
the conduct of the business. The Postmaster General who 
would win the confidence of the public for a proposal to 
“ nostalize ” the telegraph and telephone, must produce, not 


1 See Census Bulletins on Telegraphs and Telephones in the United States, 1902‘and 
1907, 
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statistics, but a plan for the conduct of the business, which 
will hold out the promise of more economical and more 
efficient operation than is now the case. The Post Office 
departmental report contains no intimation of the present 
existence of such a plan; nor, on the other hand, does the 
telephone company’s Bulletin furnish grounds for the pre- 
sumption that such a plan could not be devised. 


A. N. Hotcomse. 


Harvarp UNIVERSITY. 


THE DEVELOPMENT OF ALASKA BY GOVERN- 
MENT RAILROADS 


Tue recent act (March 12, 1914) authorizing the President 
to construct a thousand miles of railroad in Alaska has again 
directed public attention to this little-known and, therefore, 
much misunderstood and much neglected Territory. Alaska 
has been pictured, on the one hand, as a barren polar waste 
valuable only to the gold and fur seeker, and, on the other, 
as a veritable eden with almost unlimited resources. Hence 
there has been much confusion of counsel as to our proper 
attitude toward it. 

In spite of many legislative errors of omission and com- 
mission this northern colony has prospered. Its population 
of sixty-four thousand souls, less than forty thousand of 
whom are whites, purchased in 1913 domestic goods to the 
value of $21,097,000 together with some half a million dollars 
of foreign imports. They sent in return minerals and fishery 
products, aggregating over $36,000,000. In the forty-five 
years since its acquisition Alaska has produced minerals, 
including gold, copper, silver, and marble worth $250,000,000, 
fish to the value of $163,000,000, and these, with furs and the 
like, have brought the total value of the exports to half a 
billion dollars. The United States has expended for Alaska, 
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including federal courts, Territorial officials, roads, as well as 
the original purchase price, about $38,000,000, and has re- 
ceived in cash from seal islands, customs, public lands, direct 
taxes about $18,000,000. 

Alaska’s industrial progress, unlike that of most new lands, 
has been made with but little government aid to the improve- 
ment of means of communication. A coast line exceeding 
22,000 miles in length is but inadequately charted and but ill 
provided with aids to navigation. Cable lines and radio 
stations are, indeed, better provided. Government aid to 
inland communication consists of less than 1,000 miles of 
wagon roads and half as much again of trails, a partially 
completed canal for river steamers near St. Michael’s Island, 
about 850 miles of telegraph lines, and five radio stations, 
together with surveys of the principal routes of travel. Be 
it remembered that up to 1912 Alaska was a district without 
any local government except in the incorporated towns, and 
hence perforce had to rely for assistance on the federal govern- 
ment. 

Under these conditions but little industrial progress could 
have been made were it not for the fact that the physical 
features of Alaska favor transportation. Its southerly sea- 
board, presenting a front of over 2,400 miles to the Pacific, 
abounds in good natural harbors, and all these, except the 
head of Cook Inlet, are ice-free throughout the year. A 
series of high ranges skirting the Pacific, indeed, forms a 
serious barrier to inland travel, but these mountains are 
broken by several transverse valleys and passes giving access 
to the interior. Beyond this mounfain system is an area of 
lesser relief, a rolling upland with many broad valleys, offer- 
ing no physical obstacles to lines of communication. This 
inland province is drained to Bering Sea by the great Yukon 
and Kuskokwin rivers which, with their tributaries, afford 
some five thousand miles of water navigable to river steamers. 
The northern part of Bering Sea is, however, closed by ice 
from November to June, and the rivers are frozen from Octo- 
ber to June; hence this route of communication is available 
less than one-third of the year. 
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To reach Fairbanks, the industrial center of the Yukon 
basin, by the usual freight route, an ocean journey of 2,700 
miles and an upstream steamboat trip of 1,200 miles is neces- 
sary. This transportation has to be crowded into three 
summer months, and the freight is from a month to six weeks 
in transit. Transportation charges are necessarily high and, 
in fact, are almost prohibitive to any industry except that of 
recovering placer gold from very rich deposits. Moreover, 
the cost of this water transportation is for many mining 
enterprises but part of the charge, for it is often exceeded 
by the cost of land transportation from head of steamboat 
navigation. It is not uncommon to find mining carried on 
where the transportation charge on all supplies and equipment 
exceeds $400 a ton. It has been estimated ! that the trans- 
portation charge in 1909 for every white man, woman, and 
child living in the placer districts of Alaska was about $350 
and that the total was about equal to half the value of the 
entire gold output of the year — the only product exported 
except a few furs. Freight rates are, however, somewhat 
lower at present. 

Most of the improvement in means of communication is 
due entirely to private enterprise. Ocean and river steam- 
ship service needs no special description. Telephone lines 
have been built in all the important mining districts. Some 
wagon road and trail construction is also to be credited to 
private imitation or community effort. Above all, some 466 
miles of railroad have been built. The history of railroad 
construction here needs special consideration. 

It was the Klondike gold discovery of 1896 that gave the 
first impetus to railway construction in Alaska. The horde 
of gold seekers that swarmed through the passes of the Coast 
Range in 1897 and 1898 transported their supplies by sleds 
and on their backs. It is estimated that by this primitive 
means upwards of 30,000 tons of freight were carried inland, 
at a cost, allowing fair wages for the labor, of probably 
$15,000,000 to $16,000,000. About an equal amount of 


1 Brooks, Alfred H., The mining industry (Alaska), 1909, U.S. Geol. Survey Bull., 
442, pp. 26-27, 1910. 
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freight was sent into the interior by steamers up the Yukon. 
These conditions and the world-wide excitement caused by 
the Klondike stampede naturally led to plans for railways. 
While many lines were considered, the plan took most con- 
crete form along the routes traveled by most of the gold 
seekers from head of Lynn Canal to navigable waters on the 
Yukon. Therefore, in 1898, a railroad route was surveyed 
from Skagway to the Yukon over the White Pass. This 
line, the White Pass and Yukon, only twenty miles of which 
is in Alaska, followed the natural law of all pioneer railroads, 
that is, to connect routes of water transportation. Con- 
struction on the White Pass route was carried on rapidly, so 
that by 1899 it had already crossed the summit of White Pass, 
20 miles from the coast, and almost as soon as any track was 
laid did a lucrative business in handling freight and pas- 
sengers. By 1901, 110 miles of this narrow gauge railroad 
had been completed, and this, in connection with steamboat 
service on the Yukon, formed a through route of communica- 
tion with the interior. This is still the only railroad com- 
munication with the Yukon. 

Meanwhile, many other railroads had been projected, 
among which were several lines from Valdez, the most 
northerly open port on the Pacific, and one from Seward, a 
harbor 140 miles to the southwest. Most of these were 
planned as trunk lines into the interior. Construction began 
on Seward line in 1902, and about the same time work was 
begun on one or more lines from Valdez. An ineffectual 
attempt was made in 1906 to obtain legislation at Washington 
for exclusive rights, grants, and subsidies. The only action 
by Congress on Alaska railroads was the act of 1898, grant- 
ing rights of way, and one of 1900, imposing an annual tax 
of $100 a mile on all operating railroads. 

About this time a strong aggregation of capital took hold 
of one of the Valdez railroad projects, but later abandoned 
this route for Katalla, lying east of the mouth of the Copper, 
where a harbor had to be constructed. A year later, this too 
was abandoned, and a terminal at Cordova, on the east side 
of Prince William Sound, was chosen and a railroad projected 
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up the Copper Valley under the name Copper River & North- 
western. This line, which is standard gauge, was completed 
to the Bonanza copper mine, 198 miles from the coast, in 
1911, and is so located as to serve an extensive copper-bearing 
district. At Chitina, 132 miles from the coast, the line bends 
to the eastward, leaving the main route into the interior. 
Near mile 38 it passes within forty miles of the Bering River 
coal field. 

The Alaska Northern Railroad, the other standard gauge 
line projected as a trans-Alaska route, was completed from 
Seward to mile 71 in 1907, went into bankruptcy without 
having reached its immediate objective point, the Matanuska 
coal field, 115 miles beyond its present terminus. 

In addition to these, several small railroads have been 
built to serve local needs. The longest of these is the Tanana 
Valley Railroad, narrow gauge, and 45 miles in length, which 
serves the Fairbanks gold district. In all, 466 miles of rail- 
road have been built, but these are distributed through nine 
different systems. In 1913, 266 miles of this total trackage 
were operated as common carriers and all of these probably 
without profit and in most cases at an actual loss. 

The outlook for the future is by no means as discouraging 
as the above facts would seem to indicate. Most of the 
railroads above described are but incomplete stubs that have 
not reached the possible sources of traffic. Moreover, unlike 
the pioneer railroads of nearly all new lands, those of Alaska 
have met with taxes instead of subsidies and land grants, 
stringent regulations instead of encouragement. The annual 
tax of $100 a mile is much less than the lowest in the States, 
but a serious matter for a pioneer line with heavy expenses 
and small traffic. There is also the warehouse tax of ten cents 
a ton on all freight, which is at least an additional discourage- 
ment. Probably all Alaska railroad corporations would 
welcome conditions by which they would be subject to the 
general corporation tax on net profits. 

More serious than the taxes is the question of coal. As the 
coal land controversy has not yet been settled, no coal has 
been mined, which has forced the railroads to import Cana- 
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dian coal at high cost, and they have also failed to obtain the 
coal tonnage on which their projectors had counted. Mean- 
while, the general use of fuel oil on the Pacific has so greatly 
curtailed the market for Alaska coal that even were the fields 
now open the tonnage of coal would not be as great as was 
reasonably expected ten years ago when these railways were 
first projected. 

The above reasons will account for the fact that, up to the 
present time, railroad construction in Alaska has not been a 
financial success. If the projects were considered in detail, 
reasons for some failure might be found in matters of policy 
and management, but these, of course, go beyond the purpose 
of this writing. It then becomes pertinent to inquire whether 
there is any economic justification for further railway build- 
ing. 

The statement has frequently been made that Alaska is an 
unknown land, and that the great resources used as an argu- 
ment for railway construction are largely figments of the 
imagination. Such statements are not based on fact. For 
a generation the prospector has searched the wilds of Alaska 
for mineral wealth and has met with substantial reward. 
For half that time the federal government has investigated 
the mineral resources of the Territory. Today the mining 
industry of. Alaska gives employment to upwards of ten 
thousand men. 

Alaska coal fields are undeveloped, but that is not due to 
lack of either quality or quantity of fuel. The high-grade 
steaming and coking coals of the Territory are unequalled by 
any on the Pacific slope of the continept. Some of them are, 
indeed, badly crushed and expensive to mine, yet even these 
will and must be drawn upon for the needs of the rapidly 
growing population of the west coast states. The most 
conservative estimate made of these high-grade coals indicates 
a billion tons of available fuel. There are also in Alaska 
enormous deposits of lignitic coal valuable for local use. 

Besides those on the coast there are at least two important 
inland copper districts, from one of which commercial ship- 
ments have been made. Copper has also been found in other’ 
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inland districts. There are, of course, no data upon which 
any quantitative estimates of the amount of copper can be 
made. 

Auriferous mineralization is widely distributed over Alaska, 
indeed occurring in an area comparable in size to any gold- 
bearing region of the continent. While the richest of the 
known placers approach exhaustion, there are still enormous 
deposits of gold-bearing gravel that need but cheaper trans- 
portation to throw them open to profitable exploitation. 
Auriferous lode deposits are also widely distributed. 

Iron ores have been found in the coastal region, but are 
little known. It is not impossible that these, with the nearby 
coking coals, may lead to a smelting industry. Of other 
mineral wealth it is not necessary to speak except to mention 
the fact that silver, lead, petroleum, marble, gypsum, and tin 
have been produced in commercial quantities. 

No fact in regard to Alaska has met with greater incredu- 
lity than has the statement of extensive areas of agricultural 
land within the Territory. The evidence of cattle-raising 
in southwestern Alaska since the Russian days, the many 
prosperous ranches in the Tanana Valley, the repeated 
wintering of stock without feeding in the upper Yukon Valley, 
and above all the eighteen years of agricultural experimenta- 
tion on the part of the government in the Territory have been 
ignored. The frozen subsoil, cold winters, and the lati- 
tudinal position of the Territory have been cited as conclusive 
arguments against all kinds of agriculture. Such arguments 
ignore the fact that the same conditions prevail and have 
been successfully met in other parts of the world. 

The fact is that the hardier grains, potatoes, vegetables, and 
hay have been successfully raised in many parts of the inland 
region. There are also luxuriant summer pastures in Alaska; 
but the winter pastures are limited to the upper Yukon basin. 
It is conservative to estimate the agricultural areas at 30,000 
square miles, about two-thirds of which would be tributary 
to the proposed railroads, and in addition to the areas of 
pasture. It is not impossible that Alaska will eventually be 
drawn upon for a food supply for other lands, but this only 
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when increasing population has utilized the more fertile parts 
of the earth’s surface. Meanwhile, given transportation, 
Alaska can and will supply an important part of the food of 
its own population that will for the present be attracted by 
the mineral wealth and fisheries. 

The tremendous area of reindeer pastures, sufficient for 
millions of animals, is also a latent source of food not to be 
ignored. How soon it may be necessary to draw on this can- 
not be forecast, but that these northern tundras must even- 
tually be utilized as a source of meat cannot be doubted. 

Of commercial timber there is little in Alaska. The inland 
woodlands will furnish some structural material, but the best 
of it is but of an inferior grade. At present, in the absence 
of any use of the abundant supply of lignitic coal the scant 
forests are being rapidly devastated for use as fuel. In south- 
east Alaska coast region there is some excellent timber and a 
larger supply of pulp wood. 

The fisheries are, of course, not a prospective source of rail- 
road tonnage. They will, however, attract a population, 
increase the local market for food stuffs and mineral fuels, and 
above all cheapen ocean freight rates by giving a return 
cargo for north-bound vessels. 

To summarize the resources: Alaska contains abundant 
mineral wealth and large areas of lands that can now be 
utilized for agriculture and grazing to supply a local market. 
Its reindeer pastures are a prospective source of food. Com- 
mercial timber and pulp wood occur only on the coast. The 
fisheries are one of the most valuable assets but affect rail- 
road building only indirectly. 

Alaska has so often been pictured ‘as a polar region that a 
word about climate seems necessary. Polar climatic condi- 
tions prevail only in the northern third of the territory and 
this region does not enter into the present discussion. The 
climate of Pacific Seaboard is temperate, while that of the 
inland region is specially healthful. Only on the seaward 
slope of the coastal mountains is the snowfall heavy enough 
to impede railroad traffic. The extreme cold which prevails 
in winter beyond the coastal mountains is no more severe 
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than in many populated regions of the globe, and will be no 
barrier to permanent settlement by the white race. 

The above generalization on resources, while bearing on 
the matter of railroad construction, does not answer the 
important question of visible tonnage. This matter was 
carefully considered by the Alaska Railroad Commission.! 
Its recommendations of a road to Fairbanks, and estimates 
of operation costs, are based on a traffic of only 45,000 tons, 
which is less than twice the average tonnage of five years. 
No account was taken of any possible outgoing freight, and 
the local freight, including coal, was estimated on a very 
conservative basis. Similar conservative estimates were 
used in regard to traffic over the other railroads recommended 
by the Commission. Experience has shown that the pas- 
senger traffic on Alaskan railroads is all out of proportion to 
freight movement, so that more liberal estimates were made 
of the income from this source. It was estimated that on a 
basis of a charge of six cents per passenger mile, and freight 
at 5.49 cents per ton mile, with money for construction at 
three per cent, the road to Fairbanks would pay operating 
expenses on the basis of the above traffic. It will not be 
necessary to analyze the report of the Commission further, 
as this will indicate that even using the most conservative 
estimate of traffic the railroad should be operated without loss. 
If, however, the roads were financed by private capital, calling 
for at least 6 per cent interest, expenses could only be met by 
so high a freight rate as to prohibit any large commercial 
development. This will indicate why Government aid is 
required for a trans-Alaskan railroad. 

But little of Alaska land has passed into private ownership, 
hence a policy is justified which is based on the fact that the 
Government is a great land holder in the Territory. Under 
the old policy, now happily abandoned, these lands would 
in part have been granted to private corporations which, by 

1 Railway Routes in Alaska, Doc. No. 1346, House of Rep., 62d Congress, 3d Ses- 
sion. Parts I and Il, Washington, 1913. 

2 The Commission recommended 733 miles of railroad and estimated the cost of 


construction and equipment at $48,440 a mile. -The estimated cost of the cheapest 
line recommended is $42,500 a mile and of the most expensive $52,300. 
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railway construction, in turn would make the latent wealth 
of these and others available. This policy having been 
abandoned, the only alternative is for the government to 
furnish the transportation. Without railways the land is 
valueless; with them it becomes an asset of importance. 
It was probably these more purely commercial considerations, 
as much as the opportunity to furnish a new field of activity 
to our people, that led to the enactment of the law providing 
for government railroads in Alaska. A further argument lies 
in the general acceptance of the principle of leasing the 
mineral fuels in the public lands rather than selling them. 
A government railroad is almost a necessary corollary of 
leasing mineral lands in an undeveloped field. 

To turn to the act itself.1_ It provides, essentially, for a 
railroad or railroads in Alaska, not exceeding 1,000 miles, to 
connect open ports on the Pacific with the inland waterways, 
and coal fields over such route or routes as the President may 
choose. The proposed railroad or railroads may be leased 
for a term not exceeding twenty years, or may be operated by 
the government as common carriers. Existing railroads 
that connect with the proposed line may be either purchased 
by condemnation, at a price not exceeding their actual 
physical value, or traffic agreements may be made with such 
lines. Unlimited authority is given the President as to the 
organization of the work. He may detail officers from the 
Engineer Corps of the Army or Navy to the work, or carry 
it on solely by civilians. The Panama Canal equipment may 
be utilized so far as is desirable. Provision is made for 
reserving rights of way through all lands to which patents 
are in future granted. The President is also authorized to 
withdraw and dispose of, under such methods as he may see 
fit, lands useful for town sites along the routes of the railroads. 
The cost is not to exceed $35,000,000, and $1,000,000 is 
appropriated to begin the work. A separate account is to 
be kept in the Treasury of all receipts from the proposed 
railroads as well as of sale of public lands and minerals. 


1 An act to authorize the President of the United States to locate, construct, and 
operate railroads in Alaska, and for other purposes; approved March 12, 1914. 
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Congress has recognized by the wording of this act that if 
the government is to enter upon the new field of railway 
construction and operation, there can be no hope of success 
unless the details of working out the plan of organization and 
execution is left to the Executive. The plan of making the 
latent wealth of this great territory available to the people 
is one of broad statesmanship. The act itself leaves little to 
be desired. 

Atrrep H. Brooks. 


U. 8. Gzotocican Survey, Wasaineron, D.C. 
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